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PREFACE 


■With the inauguration of Provincial Autonomy on 1 April 1937, 
federal finance has become an accomplished fact 'Witlnn British 
India. This is the final stage of a development that has been 
going on since 1870. Before 1833, British India was divided into 
three presidencies, each with its own revenues and jealously main- 
tainmg even an army of its own. After 1833, the power of the 
Government of India grew and financial control came to be con- 
centrated in the ‘ Supreme ’ Government at Calcutta. The in- 
conveniences of centralized finance were realized in the dece^^ 
iollowing the tiansfer of the government of India to the Crown 
(1868-68), and as a result, various schemes of decentralization 
were considered. One of the schemes mooted was federal in 
character, but this was p'emalure. In 1870 Lord Mayo made a 
beginning in decentralized finance, and it has since developed by 
successive stages into federal finance. 

The above subject forms ilia central Iherao of the book before 
us, but jI is dealt with as part of the development of financial 
policy as a whole. The giowtli of the principal revenues as also 
the irends in expenditnro and borrowing policy liave been traced 
m some detail from period to poiiod, and the chief influences that 
shaped the financial policy of the Government in each period have 
also been sketched. Special attention has boon given to the 
financing of public works. The period between 1920 and 1989 
has been tieated more fully than the rest. In the final chapters 
aio set forth ihe arrangements for federal finance made in tlie 
Government of India Act, 1935, and the financial problems facing 
Iho central Govemmont and the piuvinces at the present tune 

The material for this work lias been drawn mostly from Govern- 
ment papers and ollior contemporary writings. The annual 
financial statements, the Administration Eepoits, the annual 
Statoments of Moral and Material Progress, the Proceedings of 
Indian Legislatures, Parliamentary Committees and Government 
Commissions have been freely nsed. Official coiTespondence 
between the various governments has also been consulted, so far 
as available. Some use has been made of the biographies and 
private correspondence of the leading administrators of each 
period. In the nineteenth' century, there was a crop of interesting 
books on India by men !^ho spent their ,life-tinie in the service 
of this Wntry, and /-n particular the writings of J. B, 
N 01 ton, Sir George C^pbell, Sir George Chesney, Sir Charles 
Trevelyan, ‘Sir Bicliaiu Temple, Sir Bic^ard Strawiey, Sit John 
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writings have incrcasod in volume il not porlmps in value, tuul 
several Indian writers have also published works on finauciiil 
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THE EINANCIAL SYSTEM BEFORE 1858 
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The moicase of revenue under customs and mcoine-lax since 
1914 IS very btriking. No doubts ihis is partly due to the 
euhanoemont ol lates, but an expansion of trade and industry m 
the country is the principal cause India is no longer a merely 
agricultural countiy; machine industry has made lapid strides in 
recent yeaib, and India ranks as one ot the seven leading indnstiial 
countries ot the world. 

Thus the Indian budget is becoming more and moie lamiune 
from the vaganes of the monsoon, and is ‘ incieasingly becoming a 
game ot skill and foresight This is perhaps shghtly optimistic. 
If the monsoons have been rid ol their worst stmg, the fluctuating 
price-level still makes the Indian Finance Mmihter’s lot unenviable, 
and ho has to walk wanly, mmdmg not only the monsoon (which 
still has its ten’ors), but also the swing of prices and the tiend 
of trade, in this country and in the leat of the world. 

§2. The (rjowth uf Erpendilme 

Whilst the nature and composition of the revenue have changed, 
the scope and distribution of the expenditure have also rmdorgone 
a transformation duung the last 100 years. The expenditure of 
the Government may be classified broadly under ‘ securrty services ’ 
and ‘ social ‘ (or ‘ development ’) services. The former include 
defence, law and justice, pohee, general administration and debt 
service, while the latter compnse education, public health and 
public undertakings. 

Bei'oie 1850, nearly the whole of the levenue of British India 
was .spent on the former class of services, and the social services 
hardly came into the Government’s purview. Thei’e was a small 
grant for the advancement of learning, but the education of the 
masses was net recognized as a duty of the state for a long time. 
The expenditure ou^medical aid was confined to the maantenance of 
a few hospitals at Government headquarters. There were indeed 
some roads, but they were chiefly meant for military purposes; 

* Indut m igge-6, p. 383. 
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ccitam tank', and canals weic also kept up, as without them 
levenuc would not be foithcoming The economic deA'clopment 
of the couniiy wag not the pmne couceni of the eaily adminis- 
tiatoig It 18 tiue that benevolent officeig like Sir Thomas Munro 
and Mouiitstnait Blphinstone did eveiything m their power to 
incioase tlic happiness o£ the people entiustcd to then caie, but 
the (lovernment in those days did not make such benevolence a 
normal part of their policy. 

Theio weie vaiious leasons lor this attitude. In the fii&t place, 
the Company had not become, till quite the middle of the nine- 
teenth centiny, tho unquestioned auzeiain ol the whole sub- 
continent, and the geography of India is such that no powci 
could feel secure until its dominion extended to the natural 
frontiers of the country. India is geographically a single unit, 
and so long as two iival powers remained within its houndaiies, 
a sense of insecurity wag bound to continue, and self-piesorvatioii 
held as the fiist law of nature. Finther, the prime need of the 
country then was peace and settled government; for the people 
were tired after a centuiy or more of internal warfare and depre- 
dations by rival armies and organized bands of marauders There 
were within the counti 7 criminal tribes that needed curbing and 
backwaid classes that needed civilizing. There was no homo- 
geneity of race or culture, and no national solidarity existed. 
India was a welter of races and cnlls and loyalties, and they were 
not all pacific, nor piopared to cast m their lot with the British, 
as the events of 1857 demonstrated. In these circumstances, law 
and order was the prime need of India, and hence its importance 
in the Company’s administrative system 

Secondly, in the days of wliich we speak, the prevailing con- 
ception of government in Bril am was a rigid individuaUsm which 
discouraged interference with individual rights, whether in the 
realm of economics or of politics. Laissez-faire, laisssz-fassar was 
the gospel ardently preached by the economists of tho time, 
following the lead of Adam Smith and David Eicardo. It found 
enthusiastic snppoi-ters like Jeremy Benthara (1748-1832) in the 
realms of law and philohophy, and was translated into action by 
the reform of civil law and by the drastic reduction and eventual 
abolition of tariffs and preferences. These were the influences 
that shaped the persons who administered India at the time, and 
there was nothing to weaken their prejudices. 

The Indian conception of government was radically different. 
In strict theory, a Hindu king was expected to minister to the 
weU-being of his subjects, and well-being was given a mast com- 
prehensive connotation in the Dharma Sashas. It was the king^s 
d-aiy to provide not only material, but spiritual well-being. The 
ideal of fajadhUnna meant a broad paternalism, and nofhing was 
outside its scope, 'The taxes collected from thd subjects must 
go hack to tiiem a iionsandfold, jnst as the vapou^ taken fr<an 
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the sea comes back to the earth as fertilizing sliowois ” A siiuil.ii 
ideal was maiked out for the Mussulman king also. But Ihoso lolly 
ideals weie seldom realized Benevolent iiilers took delight in 
cariying out woiks of public utihty, but the indolent ones sfiiuin- 
dered then revenue on luxurious living. That there had been 
several kings of the former type is evident fioni the wells, tanks, 
canals and loads made and mamtamed at great expense in the 
past, and the vestiges of such woiks are still to be seen in or 
around old royal seats Undei gieat monaiclis like Asoka, Chandra- 
gupta, Haisha and Akbai, such commendable efforts weie made, 
but some of their unwoithy successors did not mauilain them. 
A peiiod of gieat and benevolent kings was followed by a period 
of indolent weaklings, and this gave the oppoitumty for provincial 
governors to become independent and for levemie-farmers to 
plunder the people It was in such a period of dissolution that 
the East India Company established its dominion m India, and 
naturally the Company had no gieat benevolent traditions to keep 
up The provincial satraps from whom it obtained its territories 
were only interested m collecting revenue and keeping armies for 
then defence The tanks and canals mamtamed by the earliei 
kings had geneially fallen into a state of neglect, and the old 
ideal of lajadliarma had become a mere tiadition 

Entering into such a heritage, and with no assurance of enjoying 
that heritage long, it was no wonder that the Company did not 
interest itself in much beyond keeping ordei and collecting taxes 
However, keeping older was, by itself, n gieat boon in those 
troublous days when people lived in perpetual terror of marauderb 
and plunderers. Neither its own tradition at home, nor the 
example of its predeceasms m India encouiaged the Company to 
go beyond these essential functions of government Nor was it 
easy to find the revenue for undertaking any benevolent ventures. 
The Company knew that to enhance its revenue demands was to 
court trouble. A foreign power can become popular only by 
keeping tax-burdens hght and leaving people to their own religious 
and social usages With great courage. Lord William Bentinck 
suppressed sati, but his successors found it risky to continue such 
a bold pohey consistently. Eurther, the Directois of the Company 
were shrewd business men and ‘ kept a strict guard over their 
money-box ’.® They looked upon India as a commercial asset, not 
as a field for administrative expenments or for philanthropic 
activity. It was such common sense that enabled them to hold 
India for so long and to pass it on to the lule of the Crown in 
1858. 

‘ Kalidagft'S acoonzii of King Dileopa in Baghwamsa, Can I, v 18 
Prajanitn. eva’ihooipaHham tabhyo bahm agtaheet, 

Sahatragu^am utaraiium Sdatte h% rasam ramh 

’ Sir Charles Tterelyan. See Repoit of the SeleH Gmmitiee on East India 
Fmnee (shbr Select OotmitUe Report) (1873), pp 23-3 



INTRODUCTOKY 


7 


§8 An Experiment m State Soctaltsm 

After 1860, however, this attitude giadually changed The 
change was due paitly to the greatei security of the British 
position m India and partly to the influence of far-sighted ad- 
ministiatois like Lord Wilham Bentmck, Lord Dalhousie and 
■Tames Thomason; humamtarian influences then operating in 
Europe had also some pait m it; but the fundamental cause of the 
change was the growing recognition that the Govemmont’s levenue 
was dependent on the state of agricultme In other words, the 
Government found that they were in the position of a landlord; 
if the land yielded abundantly, the landlord could easily obtain 
hiB rent and could even enhance it; but if the crops failed, ho 
would lose his rent, and an addition would have to maintain the 
tenants alive so that they might continue to live and woik 
Therefore, the Government were forced not only to secure peace 
and Older but to provide the vai'ious facilities needed foi agricul- 
tural prosperity. It was thus that the Government came to open 
canals and dig tanks, to mamtam roads and bridges, to make 
agiicultuial expenments, to control pests and plague, and to 
check usmious moneylending by lending money directly to the 
lyots. As Sir William Hunter puts it • ‘ The Government of India 
became an impioving pioprietor on an enormous scale ’ This con- 
ception was uppermost m the minds of those British admimstiatois 
who were themselves landlords at home Lord Mayo wrote 
‘ The Government of India is not only a Government but the chief 
landloid. The duties which in England are performed by a good 
landlord fall in India in a gieat measuie upon the Government ’ 

It is also significant that this attitude of the Government as 
landlord was more pronounced m the ryotwan provinces than in 
the zamindan and permanently settled tracts. Agricultural improve- 
ments in the lyotwan provinces would tend to an increase of 
the Government revenue, but such was not the case in the paits 
of the country where land revenue was permanently settled This 
caused grumbhngs and heartburnings, but they had httle effect 

Even in those parts of the country whose agricultural condition 
directly afleoted the public revenues, improvements were generally 
carrieci out as the result of some crying evil which called for 
urgent remedy. Eamme was the chief of those evils, and had 
it net been for its frequent visitations, the Government would 
have persisted longer in their policy of laissei^-fatre. Between 
1S60 and 1880, several devastaimg famines broke out in one part 
of !|hdia or another and caused great suffenng and the loss of 
ihjnfli revenue This convinced the d-overnment that a more 
^imriMiO Jjolioy of economio and itooial itojprcwement was essential 
in then* 0^ inteiTest aa well as in the interest of tide |)eopl6. 
Th^ oi^nafed tihe new pohoy of fln^oing puhho worfes by Jo«&is; 
dgt^ioultllp:|bl wete underts^ea, jtsnd peiiarTOehte d 
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Agriculture were established by the provincial (Tovornmoiits ; in 
Older to provide the ryot with credit the old system of InltUnm 
was reorganized, and the co-operative movement was started; and 
to help him against usmy, laws were passed for controlling tlio 
alienation of land. The Government also took np further respon- 
sibilities in connexion with education, medical aid and sanitation. 
State action spread apace, and the state became the organizoi' of 
welfare over an ever-widening field. 

The official policy of the Government still continued to be 
laissez-faire, and oven those administrators who, like Sir Charles 
Trevelyan and Sm Bartle Frere, worked hard to increase public 
welfare were confirmed believers in non-interferenco. Frere held 
that the proper duty of the Government was ‘ to protect all men 
in the enjoyment of their rights and possessions as long as they 
do not interfere with the rights and possessions of others, and 
to remove all obstacles, natural or artificial, to such enjoyment 
But when he was face to face with the realities of famine and 
misezy, Frere became a great believer in improvement, and as 
Governor of Bombay, actively carried out many schemes of deve- 
lopment in that presidency. When he was engaged in such work, 
one of his children asked him why he was perpetually talking of 
ii’rigation, and he replied : ‘ If you had seen men’s bones, as I 
have, lymg unbiu'ied by the roadside, and on entering a village had 
found it untenanted by a living person, you would know the I’oasou 
why.’^ Such were the grim realities that overcame tho favourite 
doctrine of laissez-faire in the minds of Indian administrators. 

Thus, the state’s functions increased greatly in India, and the 
Government became somewhat like an experiment in state social- 
ism. The quasi-proprietary relation of the Government to land 
and the wide range of duties which it involved; the state owner- 
ship and management of forests and of large commercial under- 
takings like railways, irrigation works, salt and opium factories, 
water supply and hydro-electric works; the paternal attitude taken 
in regard to debt and disease — all these perhaps justify such a view. 
On -iSie other hand, ‘ the nervous feax ’ about altering social and 
religious customs and the lack of poor relief arrangements in normal 
times make the Indian Government less paternal than even the 
individualist states of the West. Notwithstanding this, it is but 
fair to admit that the Government organized themselves as an 
agency for economic welfare long before other Governments pursued 
the sozne path. To-day, western Governments interfere largely in 
the economic sphere, owing chiefly to the growth of industrialism; 
and even the Government of Great Britain have established a 
system of controls which would not have been tolerated in that 
country before the Gj®at War. But India attempted this untrodden 

* J, Martlneon, Life and Gorrespondenee of Sir SarBe Frete (189®, vol. II, 
HI. lie. 
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[ulli anrl clemoiisti.ilied lo the woiltl that onlj the Gavernraent 
could effeotively undertake many impoilant fnnotions whose dis- 
charge Js essential for the welfare of modern communities. 

All this involved an mcrense of expendilnre, and a change in 
ils disttibulion Tiie expenditure ot the British Government in 
India was only Rf-. b? crores in 1765 (the year of the Diwatii 
grant), but it lose to Rs. 28 ciores by 1856-7 (the jear of the 
\rntiny). Tn 1900 the various Governments in India spent Rs. 110 
crores, and in 1929-.‘10 Rs, 226 crore.s Ijenving aside the pre- 
Alutiiiy ])eriod for obvious icasoiis, vve ma,i say that dining a 
period of 70 ycais, 1860-1900, the expenditure of British India 
multiplied eightfold. From 1900 to 1960, the expenditure doubled 
itself. In addition to this, local diithorities have spent increasing 
sums from levcniie raised by local taxation. In 1885-6, when Lord 
Ripon left India, the tax-revenue of inimicipahties and district 
(and other rural) boards came to only Rs. crores, but 1936-6 
it had increased to Rs. 57 43 crores. 

The distribution of expenditure has also undergone great 
changes. Till 1868 nearly the whole revenue was spent on defence, 
law and order and other security services, but since 1885, and 
especially since 1900, increasing sums have been spent on ‘ deve- 
lopment ’ services. In 1867-8 hardlv one per cent, of the total 
revenue was spent on education and public health; but in X930-3 
a little over 10 per cent, of the levenue was spent ou these items. 
In the table below, expenditme (net) on various items is given for 
certain yeajb between 1857 and 1930 : the figures are m crores of 
rupees. (See also Statist icul Table 6, Appendix P.l 
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It is clear that lately the social services have expanded much 
more than the security services; ■while defence charges increased 
from Us. 24*7 orores to Bs 54-3 ciores between 1900 and 1930, 
the expenditure on education increased from Bs. 1'7 crores to 
Es. 13'8 crores. The increase under social services was slow up 
to 1920, but after the Eeforms of that year there has been a 
rather rapid increase in the expenditure on education, public health 
and agriculture. At the same time the expenditure on defence 
steadily fell from Bs. 87-4 crores in 1920-1 to Bs. 45-5 crores 
in 1986-7 (vide tnfra, pp. 436-40). 

A clearer idea of the change may be obtained by showing the 
various items as percentages of total expenditure. In the follow- 
ing table both central and provmcial expenditure are taken into 
account • 

The proportion o/ miious heads to total expenditure 


(Percentages) 
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The results would appear even more creditable if wo included 
the expenditure of the local bodies. In 1930-1 the municipalities 
in British India spent about Bs 32'6 crores on public health, 
education and cml works; in the same year, a similar amount 
was spent by district and local boards also for the same puxpoaes 
In 1858 these bodies hardly existed. 

§4, Finmml Authority 

Perhaps the most remarkable changes during the period under 
sm-vey were in the nature of the financial maMinery and in the 
relationship between the different authorities engaged m financial 
administration. 

Before 1772, there were three presidency Governments in 
India, each administering its own territories and maintaining its 
own amies, and they were only subject to the control of the Home 
authorities of the East India Company. After that date, two 
important developments took place: on the one hand, the Govern- 
ment of Great Britain gradually asserted tbeix sovereignty over 
the Company’s territories in India; and on the other, the 
Goterument of Bengal were raised to the position of supremacy 
^ ahd were given an, increasing ai^tbority over the other presidency 
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Governments. Till the grant of the Dimni (1766), the Company 
was chiefly conreined with its commercial activities, and its tern- 
tonal possessions were comparatively small But in 1765 a 
territory larger and more populous than Great Britain came into 
the Company’s virtual possession, and its servants obtained un- 
exampled opportunities tor enrichmg themselves, which many of 
them fully utilized. This roused the suspicions of Pailiament, and 
there arose a growing conviction in England that such extensive 
teriitories should not be left to the free management ot a trading 
company. Tales had reached England of embezzlement and 
corruption, both real and imaginary, and those shocked the sense 
of jublice and fired the imagination of Bmke, Eox and the Pitts. 
Cliathain wrote in 177.1 ; ‘ India teems with iniquities so rank as 
to smell to earth and heaven.’* Horace Walpole, the historian, 
lecorded the popular impiession when he wrote ‘ Such a scene 
of tyranny and plunder has been opened up as makes me shudder. 

. We are Spamards in our lust for gold, and Dutch in our 
delicacy of obtaining it.’® 

From 1765 India loomed large in the annals of Parliament. 
We read in Cobbett’s Paflmmentmy History, under the year 1768 : 

‘ The affairs of the East India Company were now become as 
much an object of annual considei'ation as the raising of the sup- 
plies.’® However, Parliament was for long reluctant, on various 
grounds, to bring the Company’s Indian territories under the 
(irown; it only wanted to exercise some control over the Company’s 
administration, so that the worst abuses might be prevented. In 
1767 an Act of Parliament obliged the Company to pay into the 
Exchequer £400 ,000 annually for two years, in return for the 
privilege of retaining its territorial acquisitions. But this did not 
satisfy the critics; it was thought hardly just ‘ to share in the 
Indian spoils ’. Some considered it to be hush-money. The Com- 
pany’s affairs had to be regulated and brought under the control 
of the Crown. A Select Committee of Parliament inquired into 
the affairs of the Company in 1772, and issued twelve reports 
containing information unfavourable to the Company; and a secret 
Committee also sat and issued six additional reports. As a result, 
the ‘ Eegulating ’ Act was passed in 1773. It modified the consti- 
tution of the Company and reorganized its administration in India. 
The Governor in Council of Bengal became ' Governor-General in 
Council with some power to superintend the work of the 
Governments of the other two presidencies. 

Thus the administration of the Company’s territorial possessions 
came under a * supreme ’ Government in India. But the power of 
superintendence given to that Government over the ‘ subordinate ' 

OotrsajKMdenoa of Ohatham (1888 ), vol , IV, p. 31P. 

** Letierx of ffiiraee Walmli, roL vIW, p. 146, qaatsd in Oamindgs Bu^tor<^ 
of India, vo). V, p. 187, 

• PatUanMnUity Sisiofy of Sihgland, oh xii, p. 408. 
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presulencieu was circunmcjubod by varions rjuaU£yin{> cliuihch, and 
was largely curtailed by the provision that they could directly 
carry on correspondence with, and take orders fioni, the llouio 
authorities. Warren Hastings, the first Rovoriior-Ck’ueral, com- 
plained that the Act gave bun (and lus Council) ‘ a uioi’o nogntivc 
power and no more’.^ ‘It says thal the other prosideiicios shall 
not make war nor treaties without the sanction of this (lovcni- 
ment, but carefully guards agamst evoiy exjirossioii wliich can 
imply a power to dictate what the olliei })i ebidonciea shall do. . . . 
Instead of uniting all the powers of India, all tlio use wo have 
hitherto made of this Act of Parliament has been to lease and 
embarrass.’ 

Nor were the Company’s critics satisfied. Indian affairs 
continued to be in the forefront, and another elaborate inquiry 
was made in 1781, resulting in the issue of 18 bulky reports. 
Burke, who was the piesidcnt of the Select Committee, was 
himself the author of some of them, and he became the fiercest 
critic of the Company from that lime. A fuller conti'ol of Indian 
administration was sought by Parliament, and Pitt’s Act of 1781 
was the result. It ci’eated a. Board of Control, consisting of the 
Chancellor of the Exchequer, a Secretary of State and four Privy 
Councillors, with power to superintend ilie work of the Indian 
Governments in consultation with the Court of Directors of the 
Company. Thus the ultimate direction of Indian ixilii'y passed 
to the British Cabinet, but the patronage was still vcslod in iilin 
Company. The Act also strengthened the hands of the 'Ooveriior- 
General in India by ^'ving him fuller powers over the provineiiil 
Governments in questions not only of wnr and diplomacy hut of 
revenue. However, the right to transact business by dii'cet 
correspondence with the Home authorities was not taken away 
from the two subordinate presidencies, and in practice their powers 
were unimpaired. Nor did the Acts of 1793 and 1813 make any 
change in this matter. 

But the coup de grAoe came in 1833. The Charter Act of 
that year created a real ‘ central ’ Government for India; the 
Governor-General ' of Bengal ’ became the Governor-General ' of 
India . A separate Government was established for Bengal, 
although for some years the Governor-General of India continued 
to have charge of Bengal also. The Act made the ‘ supreme ’ 
Government really supreme in the civil as well as the military 
administration of India. Till then, the subordinate presidencies 
manned their own finances and made their own regulations, and 
the ‘sui^eme ’ Government had only a general supeivision over 
t. em. But all this was changed in 1833. The whole adrainistra- 
j of India, financial as well as general, became centralized, 
and the presidency Govemments became mere administralivo 

vol n, Son. Warren ECaelkga OSill). 
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authonUeb. Allhougli ulie woids lu tJio oiigiiial bill — Ikal, ‘ the 
whole civil and iiuliliary |)ovej'muent ol all tiio &aid teinlonea and 
levenuea in India shall bo vested m one Ooveruor-Genei’al and 
counselloia ’ — wei’o latei’ removed on the ground that tliereby the 
aupieme Govorument’s woik would become too heavy, the power 
of ‘ superintendence, direction and contiol ol the whole civil and 
military government ’ vested in the Governor-General in Council 
by the Act was comprehensive enough to give him complete power 
over all the teiiitories in India. 

Indeed the Coui’t of Directors recognized that a Government 
sitting at Calcutta could not eilectively rule the whole of British 
India, and therefore, m their dispatch accompanying the Charter 
Act, they laid down the mam lines of a working arrangement. 
They wrote : 

Invested as you are, with all the powers of government over 

all parts of India, and responsible for good government in them all, 

you are to oonsider to what oxionl and m what particulars the powers 

of government can be best exercised by local authorities, and to 

what extent and in what particulars they are likely to be best 

exercised when retained in your hands. With respect to that portion 

of the business of government which you fully confide to the local 

authorities, and with which a minute interference on your pai't would 

not be beneficial, it will be your duty to have always before you 

evidence sufficient to enable you to judge if the ooui-se of things in 

general is good, and to pay such vigilant attention to that evidence 

-.8 will ensure your prompt interposition, whenever anything occurs 

’hich demands it. 

» 

They also added : 

It was impossible for the legislature and it is equally so for 
us in our instruotions, to define the exact limits between a just 
oontrol and a petty, vexatious, meddling interference. We rely on 
the praolioal good sense of our Governor- General hi Coimoil, and of 
our other Governora, for oan'ying the law into a manner 

consonant with its spMt, and we see no reason to doubi^BB posbibility 
of preserving to every subordinate Government its due rank and power 
without hupairing or neutralizing that of the highest. ^ 

The same instructions were repeated in a dispatch of 1838.® 

The law-making power of the presidency Governments was 
withdrawn in 1833. And the whole legislative autliority in India 
was vested in the Governor-General in Council, and this body was 
strengthened by the addition of a Daw Member. The snbofdinate 
GovermnentB were authorized to submit to the Supreme Council, 
‘ dtafts ot projects of any laws or regulations ’ whicli they might 
thmk expedient, and the Supreme Council was reqtu’red to take 
them into consideration. But that Oouncdl Was coimtitated of 

1 bispateh No. 44 hCm Conrt of Direiitow, 10 Pecemker 1834, 

'iPiBpatdh No. 3, fffanslj iSSS. ' ' 
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Bengal civilians, and there was no one on it who had local know- 
ledge of the two subordinate presidencies. It was originally 
proposed to appoint on the Supreme Council a representative from 
each of the presidencies, and such a provision would have great ly 
improved the relations between the supreme Goverinuont mul the 
presidencies. This proposal, however, was not accepted. The 
presidency Governors continued to have their own lilxocntivo 
Councils, but that only served to keep up the patronage of the 
Company. In 1863, however, each of the presidoncies was 
allowed to send one representative to the Supreme Council. 

Thus, in theory, the central Government had the whole 
administration of British India in their hands, but owing to the 
imperfect state of communications, the persistent divergences m 
legal usage and administrative practice, and the lack of contiguity 
between the different British possessions in India, that Govern- 
ment found it difficult to keep under their immediate control the 
far-flung territories which came under British authority from 
time to time. After 1850 these conditions largely changed. By 
successive annexations of territory from Indian rulers and by 
the liberal use of the ‘ doctrine of lapse ’ , practically the whole 
of what we now call British India came Under British rule. Roads 
and canals were opened in many parts of the country, and posts 
and telegraphs brought the distant parts of the Hub-contuioiit into 
regular communication. Thus the sub-continoiit became a well- 
knit economic unit, the supremacy of the Goveruoi’-Gonoral in 
Council became more and more real, and the subovdinato Govern- 
ments were reduced to the position of moro local bureaux of a 
centralized Indian Government. 

During Dalbousie’s time, these centripetal forces gathered 
great momentum. He reorganized the whole administrative 
system and insisted that periodical reports about the activities of 
every department in the provincial Governments should bo sub- 
mitted in detail. These reports became an effective means of 
controlling provincial activities. 

After the assumption of authority by the Crown, the power of 
the central Government grew even stronger. The creation of a new 
financial system and a unified department of accounts and audit 
gave that Government a powerful agency for the control of sub- 
ordinate Governments, The promulgation of the civil and criminal 
procedure codes in the ' non-Begulation ’ as well iifl the ' Eegulation ’ 
provinces brought India under a uniform system of law and 
strengthened the bonds between the different parts of the country, 
Moreover, the improved system of communications enabled the 
Home Government to interfere more effectively in the details of 
Indian administration. 

All this led to^ the culmination, of centralization after 1880, 
and made the position of the provincial Governments in. some ways 
intolerable; bud, as we shall see, there soon arose a body of opinion 
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both in India and in England that a devolution of authority to 
the provincial Governments was necessary. 


§5. The Promncial System 


Before 1833, tliei'e were only three Governments in India, 
namely those of the three presidencies; but between then and 1900, 
four other provincial Governments came into being, namely the 
North-Westei’n Provinces, the Punjab, the Central Provinces and 
Burma. 

Already in 1833, the Bengal Presidency had become too 
extensive to be administered by one Government. The Act of 
1833 authorized the creation of a new presidency with Agra as 
capital, but this was not given effect to on the ground of expense, 
and in 1836 a new province called the North-Western Provinces 
was created, under a Lieutenant-Governor. In the same year, a 
Lieutenant-Governor was appointed for Bengal also. When Oudh 
was annexed in 1866, it was first placed under a Chief Commis- 
sioner, but from 1877 the Lieutenant-Governor of the North- 
Western Provinces became also the Chief Commissioner of Oudh. 
In 1902, they were combined into a single province under the 
title of the United Provinces of Agra and Oudh (often referred to 
as the U.P.). The province of the Punjab was next formed as a 
result of the Sikh War's, and was placed under a Chief Com- 
missioner. After the Mutiny, Delhi was added to it, and a 
Lieutenant-Governor was appointed. The Central Provinces (C.P.) 
was formed in 1861, by combining the Nagpur Territories, hitherto 
ruled by a Chief Commissioner, with the Saugor and Nerbudda 
Territories, till then included in the North-Western Provinces. In 
1903 Berar also came under the Chief Commissioner of the Central 


Provinces. Lower Burma was constituted a provmce in 1862; 
Upper Burma was added to it in 1885, and thus the province of 
Burma was formed, first under a Chief Commissioner, and after 
1897 under a Lieutenant-Governor. Of the new provinces, all 


except the North-Western Provinces were placed in the category 
of ‘ non-Regulation ’ provinces. 

None of these new provinces had the status of the presidency 
Governments. They were placed in charge of senior civilians, and 
had no Executive Councils till long afterwards. They maintained 
no separate armies nor had they separate civil services. They 
could not correspond directly with the Home authorities, and were 
>inc(re directly under the supervision of the Govesrnor-General in 
Council than the two presidency Governments. 

Bengal, with a population of over 70 millions, was still found 
■ tpo large and populous to be managed by one Government, and 
' therefore Lord Curzon in 1904 separated Eastern Bengal and 
Assam, and placed the new province under a Lieutenant-Governor. 
I This arrangement created considerabje discontent, and was 
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uodLUed iu 1911. Assam, again camo under a Chief Commlssioxxex . 
Bil\ar and Orissa wore separated from Bengal axxd lormed iirlo a 
separate province under a Lieutenaut-Govoruor, and Bengal oirco 
more became a presidency with a Governor at its head. 

Thus in 1919 there wero nine provincial Governments in 
India, tlrree under Governors (Madras, Bombay and Bengal), four 
under Lieutenant-Governors (the United Piovinces, the Punjab, 
Bmma, and Bihaa.' and Orissa), and two undei duel Commissioners 
(the Central Provinces and 'Assam). There were besides minor 
adminishations like British Baluchistan, the Noitli-West Frontier 
Province, Ajmer-Merwara and Goorg, which were governed under 
the immediate supervision of the Governor-General. The differ- 
ences between the three classes of provinces still continued, and 
except that the three presidency armies were combined, the 
presidency Governments maintained their precedence m rank, held 
firmly to there right to correspond dnrectly with the Secretary 
of State on matters unconnected with finance, and retained their 
full discretion to select persons for important posts under them. 
The Lieutenant-Governors had also a faiily large authority over 
their provinces; but the Chief Commissioners were in theoiy rather 
like delegates of the Governor-General although, in practice, they 
had as large powers as Lieutenant-Governors and, like them, wore 
later given legislative councils. 

Under the Eeforms Act of 1919, the six major Provinces 
liitherto under Lieutenant-Governors or Chief Commissioners 
became ‘ Governors’ Provinces ’ , each with a Cabinet consisting 
of councillors and Ministers. Since then, the North-West Frontier 
Province (N.-W,F.P.) has been raised to the status of a Governor’s 
province, and two new provinces have been formed, namely Orissa 
and Sind. Burma has been separated from India. Thus the 
number of provinces has become eleven. 

The provinces oi India were not formed on cultural or linguistic 
considerations; they were generally the results of mibtary or 
political exigencies. Most of the provinces include seveial lin- 
guistic areas, and only Bengal can claim a high degree of cultural 
homogeneity. Manjr of them are too unwieldy to be properly 
adramistered by a single Government and still remain so, m spite 
of recent improvements in transport and communications. From 
this point of view, the formation of the two new provinces of 
Orissa and Sind is to be welcomed, although financially it may 
create new difficulties. 
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LAND EEVENUE DNDBE TEE COMPANY 
§1. Preliminary 

It IB now generally recognized that pre-Bntish adnainistrative 
practices greatly influenced the system of government established 
by the Bast India Company in India. In no field is this debt 
heavier than in public finance. A revenue system suited to the 
conditions and lequiiementa of the country had been evolved m 
India, long before the e&tabhshment of British rule. Akbar 
placed the coping stone on that structure with the help of Todar 
Mai. Most of the elaborate methods of land survey, revenue 
assessment and collection practised m India to-day may be traced 
to Akbar’s days. But the commendable methods introduced by 
that great king had largely fallen into disuse by the tune Britain 
came on the scene. Attei 1707 piovmcial governors became more 
or less independent, and some of the middlemen who were formerly 
employed as revenue-farmers gi’adually established stronger lights 
over the land, and collected as much revenue as they could extract 
from the helpless peasantry. The early British admimstrators had 
therefore a very difficult task before them. They had to recondition 
consideiably the hentage which they received from their Indian 
predecessoiB, and this greatly taxed their powers. 

When the British first occupied the country the revenue came 
from two mam sources — ^namely, mol {mahl) or land revenue,^ 
and sair, which consisted of a vaiiety of imposts chiefly on personal 
property.* Eoughly inal was agiicultuial revenue, and sair non- 
agricultural; but it must be remembered that the latter was also 
paid by agnculturists although its burden fell chiefly on traders 
and artisans. The British adopted this system, and gradually 
modified it to smt the changing conditions of the country. Mai 
became land revenue and sair came to be called by the all-mclusive 
name of inland duties. These duties soon became a great abomi- 
nation, and most of them were abolished soon after 1833; but some 
continued to be levied under respectable names like customs duties, 
income-tax, excise, salt revenue and opium duty; and these have 
since become important heads of revenue. 

* The tem mahl had a variety of meaniaga and generally meant properly or 
pOBaesatontl, but m the revenue officer’s jaigon, it meant land revenue, and this 
use of the term was gradually established. 

* See The Pijlh Beport from the Select GomnUttee of Sie Mouse of Gotmmns 

on the Affairs of the Bast Jndta Oompany (abte. Bifth Report) vol. II, 

app. xui. Aecordina to J'ames Gtrant shir mclnded ‘ almost the whole system of 
taxation in BucoI>e°. A variant of the term is mgsr. 

2 
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lu this chapter we shall trace the devolopment of the land 
revenue syatom. 

§2. Bengal and the Zaniindan SeUlemenL 

We may dismiss at the outset the hackneyed question whether 
land revenue m India is a tax or rent. The whole controvei-sy 
arose out of a misunderstanding about the ownership of land in 
India. It IS often said that in Hindu and Mohammedan times 
all land belonged to the king, but this view is supported neither 
by Hindu nor by Mohammedan law. Private property in land 
was recognized in ancient India; perhaps it was not recognized 
will all Its modern legal imphcations, but the point is that it was 
recognized in its essence. The eimnent lawgiver Manu clearly 
says that land belonged to bun that cleared it, even as the 
deer belonged to him that killed it.^ What the king claimed was 
a tax on cultivated land, and it was expressed as a share of the 
produce. He also claimed the right to minerals and perhaps to 
waste lands. The king’s share was generally collected by the 
village headman; but subsequently whon kingdoms expanded into 
empires the direct contact with the village commumty was weak- 
ened and mtermediaries of all kinds came into power. Thus the 
elaborate revenue system of Akbar and Todar Mai was managed 
with the help of a number of middlemen of whom the zamindar 
was one. According to the Taxation Inquiry Committee, ‘ origi- 
nally, he (the zamindaiO was merely a tax-collector or farmer of 
revenue, who agreed to contribute a lump sum from the portion 
of the country allotted to him In the days of the powerful 
Moguls these mtermediaries were kept under ebook, but when the 
central power weakened they gained the upper hand. Their tonure 
tended to become hereditary, and they began to levy various 
imposts on the ryots.® 

Whon the British began to administer Bengal they did not 
regard the zaroindars as proprietors, but employed them in the 
collection of revenue, first on annual contracts and later on 
contracts lasting for five years. The zamindars were also required 
to grant pottos (leases) to the cultivators specifying the amount 
to be paid by them. Generally the hereditary zamindars were 
preferred, but all of them did not accept the terms of the contract. 
The Company’s officesrs (first called ‘supravisers’ and later ‘col- 
lectors’) determined the limits of estates and supervised the 
collection of revenue. At first Hastings was puzzled by the com- 
plexities of the Indian land system, and when the five-year period 
was completed a committee was appointed to mquire into the whole 
matter. In the meantime great fears were aroused in the 

‘ SthSffucehedfUya UdSTom Shuh falyavato inrgam, Manq, IX, 44. 

* Report (1986), p. iO. 

* Fiffh Report, II, p. U, 
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of the hereditary zamindars, and to allay such fears the India 
Act of 1784 required the Government to make permanent rules 
m regard to ‘ the tenure of rajas, zamindars and other native 
landholders 

Lord Cornwalhs made it hie aim to develop a system of landlord 
estates on the British model, and m spite of contrary advice from 
more experienced persons like Sir John Shore and James Grant, 
he decided to confer pioprietary rights on the zamindars and to fix 
the Government demand for all time. It was his conviction that, 
even if the zamindars were not proprietors m the English sense, 
it would be to the interest of the state and of the community to 
make them proprietors; for like his contemporary, Arthur Young, 
he believed that the magic of private property would turn sand 
into gold. 

In the settlement regulations of 1793, the zamindars were 
declared to be propnetors of the areas over which they collected 
the revenue, subject only to the payment of the annual land 
revenue. The Government also reserved the nght to take 
measures for the protection of the cultivating closBes. The aasess- 
ment was fixed for all time, and the Government undertook not 
to tax future improvements, but reserved the right to levy sair or 
any other inland duty on the zammdars. The actual rents paid 
by the tenants at the time were made the basis of assessment, 
and the Government demanded ten-elevenths, leaving to the 
zamindar the remaining one-eleventh as his remuneration for the 
trouble. At that time, this was felt a very extortionate demand, 
and many zamindars refused to accept the settlement. Some of 
those who accepted it soon sold their estates, while others 
were dispossessed of their estates owing to arrears of revenue.^ 
As time went on, however, cultivation extended, prices rose and 
naturally rents increased and rendered the burden of assessment 
extremely light. Many of the zammdars sublet portions of their 
zamindari to others and thus avoided even the trouble of collecting 
rents from the ryots. In this manner, the Government gave away 
to the zammdars all the unearned increment in land, and when 
the expenditure of the Government subsequently increased, the 
pressure of taxation fell heavily upon temporarily settled land 
elsewhere and upon classes other than zamindars in Bengal. 

The persons who thus became proprietors were not all of the 
same class; there were among them rajas who held large princi- 
palities from ancient times and others who obtained their rights 
frpm Mohammedan rulers; but the great majority of them were 
revenue farmers employed by the Nawab or by tbe Company. To 
this miscellaneons group of persons, Cornwallis gave away the bulk 

' Aocoic^g to a Btory, one zamindai was ‘ confined under a guard of sepoys 
and prevented from bathing, praying or eating because he had refused to entw 
into Mttlement and was finally * fiawn to sign an application for shttlemenl 
See S. PevfwMge, The Distiici of Boterponj, p. 63i 
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o£ cultivable land in perpetuity. Coruwalliu did indeed take care 
to ineiat that the zamindara should xasuo 'pattus to tl\o ryots and 
Xorbid ahwabs or illegal cesses; but these soTeguards came to nought 
and the xyot was soon subjected to unjust exactions. 

The administration of land revenue was vested in the Board of 
Eevenue. A Committee of Eevenue existed in Calcutta before 
the time of Warren Hastings, but in conformity with the provi- 
sions of the India Act of 1784, he reconstituted it as a Board in 
1786, with a member of the Governor-General’s Council as Presi- 
dent. Its principal duty was to control and advise collectors in 
the whole of theii' revenue work. A Chief Sheristadar was also 
appointed to bring the revenue records under the control of the 
Government, and James Grant was the first holder of that post.^ 
He did valuable work in reducing to a system the revenue records 
kept in the traditional mode by the hanungo. The Board differed 
from the old Committee on the important question of land settle- 
ment, and held that the zamindar was the legal owner of land 
and that the slate was entitled only to a customary revenue from 
him . This view was strongly held especially after Sir John Shore 
became the president of the Board in 1787.® The authority of the 
Board of Eevenue was extensive; practically the whole adminis- 
tration of the presidency came under its control.® 

§8. Land Revenue Settlement in Madras 

The zamindari system of permanent settlement was soon 
introduced in all the territories then under the Company. The 
Board of Eevenue in Madras reported against the perpetuation 
of the settlement and asked for time for further investigation. 
But in 1799, influenced largely by the apparent ease of realizing 
the revenue, the Court of Directors ordered its adoption all over 
the presidency, and to ensure its immediate introduction the 
Governor-General went to the length of proclaiming his resolution 
to remove from office any public servant who evinced a want of 
zeal in giving effect to it. Accordingly, the northern districts of 
Madras were permanently assessed, and the lands under the various 
zamindars were confirmed to them in perpetuity. Where there 
were no zamindari estates, the lands (haveli) were parcelled out 
into estates of convenient size yielding from Es. 3,600 to Es, 37,600 
as annual rent and these were sold as mootta (mitta), i.e. perpetually 
settled revenue farms to the liighest bidder. Eegulation XXY 
of 3802 described both these classes of landholders as proprietors 
and specified the terms on which they held the property.* 

Gamiriige History of India, vgl. V, p. 481. 

* ibia., pp. 447-8. 

* ibid., vol. p. S. * Tb6 IBo&ra of Hevvape aetpd Iftrgely as tba Goy^nunoDt 
of tb,e province ' (Dodwell}. 

I* C. D. Maeleane's Standing Infomatim regarding the OMeidl AdmimatTation 
af tka Preeidmg (1877), pp. 954. 
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When other territories were taken up for settlement, the 
zammdari system was found hardly suitable. In the country round 
Madras known as the Jaghir, Lionel Place found vestiges of a 
corporate village life, and he settled with the village communities 
corporately. In the Baramahal (now part of Salem), Alexander 
Bead began by settling with villages, but while grappling with the 
facts of the situation he hit upon the more appropriate system of 
settling with individual ryots and thus initiated the ryotwari 
system which has since become famous. This new system involved 
a somewhat detailed survey of fields; the assessments were to be 
moderate, and were fixed for a definite period. The ryot could add 
to or throw up his lands annually. The average assessment per 
acre on dry lands was fixed at one to two rupees, and on wet lands 
from to 11 rupees.' Malabar, which came under the Company 
in 1792, was first under the Bombay Presidency, whose officers 
made a settlement with the rajas and chiefs.® But this failed, and 
the district was transferred to Madras (1800) and Major (afterwards 
Sii* Thomas) Mumu was appointed to settle it. Munro, who was 
trained under Bead, was an ardent advocate of the ryotwari system, 
and he introduced it there. But this produced discontent among 
the hereditary Jenmis, who broke out in open rebellion. Munro 
suppressed the rebellion and modified the settlement in partial 
recognition of the claims put forward by the chiefs and Jenmis, 
He also took part in settling South Kanara (1800), and the best 
part of his work was done in the Ceded Districts (1802-7). The 
same system of settlement was introduced in parts of Tanjore 
in 1804. 

All this was experimental. The Court of Directors had already 
sent out orders in 1799 insisting on the introduction of the 
Cornwallis system of Bengal into the whole presidency. Accord- 
ingly, in 1802, the Jaghir was divided into 61 estates and put up 
to auction as mooUas. From 1803 to 1805 the Baramahal was also 
chvided into moottas and auctioned. The settlement failed miser- 
ably in the Baramahal; many moottadara became bankrupt, and 
a return was made to ryotwari almost immediately. The system 
was, however, more successful where there was a class of hereditary 
chiefs. Thus the Poligars of the Tamil districts, whose position 
was somewhat analogous to that of the zamindars of the northern 
districts, were made proprietors in perpetuity between 1802 and 
1807 and their dues fixed for all time. By 1807 the Oircars, the 
Jaghir and parts of Tinnevelly, Bamnad, Chiltoor and Dindigul 
were permanently settled on the zamindari basis. 

By the experiments thus carried out, it came to he widely 
recognized that the zamindari system did not suit the conditions 

‘ Elee Barameli&l Bacoids. 

* A committee oo&aisting of two Beneal aud two Bombay dvtliana were deputed, 
for the purpoae aud their report, iaauea in 1798 in several volumes, is a mine 
of informatiQU on the district. 
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o[ the Madras Presidency. Lord William Bontinok, then 
Governor o£ Madras, fully recognized this. What, then, must take 
its place? Munro, who was the most experienced revetiiio oflicial 
of the time, held that the settlement should be with the individual 
ryot, but he wanted the assessments to be lowered and to be made 
permanent. He expected that the consequent increase of culti- 
vation would make up for the reduction and perpetuation of 
assessments.^ But neither the zamindari system nor the ryot- 
wari pleased the Board of Eevenue; they prefeiTed the adoption 
of a village joint-rent system (mahalwari), and after Munro left 
India in 1807, a trial was made of this new system in several 
districts, but the results were not really satisfactory, since the 
assessments wez'e excessive. Nevertheless, a ten-year settlement 
was made on this basis.® 

In the meantime, owing chiefly to the influence of Munro, the 
Directors revised their view about the zamindari settlement and 
declared strongly for the ryotwari system, and instructions were 
accordingly sent out in 1837. The Madras Board of Eevenue 
raised a mild protest, but they were silenced. When Munro 
became Governor in 1820 the ryotwari system made rapid progress 
and before his death in 1827, it was adopted not only in the un- 
settled districts but also where village settlements had been made 
and where moottas had lapsed to the Government. Munro also 
succeeded in effecting the reduction in assessments which he had 
recommended in 1807. 

The basic principle of the ryotwari settlement was that tlio 
Government dealt with the individual ryot without recourse to 
any middleman. The ryot was recognized as proprietor, and was 
given full liberty to sublet, sell, mortgage or bequeath his land. 
He could not be ejected so long as he paid his fixed dues, but he 
could increase or diminish his holdings annually. The settleraont 
involved the preparation of maps and classification of soils. The 
gross produce of each plot was calculated on the basis of paddy 
crop in the case of irrigated lands and cumbu, cholam or other 
grain for the unirrigated._ Transport facilities and nearness to 
markets and irrigation facilities were also taken into account. The 
Government demand was supposed to be pitched at about 33 per 
cent, of the gross produce, but actually the proportion was 
higher or lower, generally higher. The assessments were fixed in 
money and were not variable from year to year, except where 
water was supplied by the Government to turn dry land into wet 


’ B. 0, butt, Soonomie History of India under Early British Rule (1902), 
pp. 137-40. 

* In 0 certain talttB, according to Mnnio, ’ nearly hall the ryots had emigrated, 
tnost^ or the headmen^ were reduced to poverty, and many of them had to he sent 
le jail, (The Mhatantial ryots, whose stock supported the agriculture of the villages, 
yfidiotis cfliis6s contnbiited to usetedib fcho fyotwofi system* The 
frequent deficits in Madras between 1798 and 1810 greatly influenced this change 
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or to turn single-crop laud into double-crop land. In unfavourable 
seasons, remissions were granted for entire or partial loss of pro- 
duce. In short, as an official report of the Madras Eevenue 
Department puts it : ‘ The ryot is virtually proprietor on a simple 
and perfect title, and has all the benefits of a perpetual lease, with- 
out its responsibilities, inasmuch as he can, at any time, throw 
up his land, but cannot be ejected, so long as he pays his dues.’^ 

The settlement was therefore, to all appearances, a permanent 
settlement, but this was questioned by the Board of Eevenue in 
a memorandum written in 1902.® They did not deny that the 
founders of the ryotwari system were originally in favour of the 
permanency of the assessment, but denied that they had the idea of 
perpetual immutability in mind when they used the words ‘ fixed ’ 
and ‘permanent’. Later, owing to the fall of prices, the assess- 
ments were found too high and theinfore were reduced, and thus 
permanency never came into actual practice. Their reasoning is 
hardly convincing, and an array of documentary evidence can be 
adduced to show that the Government intended the system to be 
permanent.® 

Munro’s objects were not realized. The survey was conducted 
in an unscientific manner, and the assessment remained exorbitant 
in many parts. Munro’s intention was to take only one-third of 
the produce, but his instructions were not properly earned out, 
and even where they were carried out the assessment often covered 
the entire economic rent. Further, the commutation rates fixed 
by Munro proved too high when subsequently there was a fall 
in prices extending over the whole period from 1825 to 1850.* 
The revenue was generally assessed by the low-paid underlings of 
the collector, and as they were often corrupt, the wealthy and 
powerful landholders obtained lenient terms, while the poor and 
timid were made to bear the burden.® No doubt, there was a 
provision for remission when crops tailed, but it was not easy 
to prove that the conditions for remission had been fulfilled. 

* Report for I85S-0, quoted in E. A. BalyoII’s Report of the Madrai Famine of 

1866, p. 66. 

’ Resolution on the Land Revenue Policy of the Indian Government (19001, 
pp. 167-80. 

’ Both Bead and Munro repeatedly dedared that the aasesement was to be 
permanent, and this viow continued to bo held ever afterwards. According to the 
Administration Eeport of the Madras Revenue Department for 1866-6, ' the assess- 
ment is fixed in perpetuity (so for os any increase to it is concerned) on eadi_ field '. 
The Court of Directors wrote in the Dispatch of 1867 : ' The assessment is fixed 
in money and does not vary from year to year, except in those cases where water 
is drawn.’ In 1867 idle Madras Board of Eevemiy wrote that ' a Madras ryot 
is able to retain his land perpetually without any increase of assessment, as long 
as he continues to fulfil his engagements 

*■ The prices fell to between 30 and 40 per cent, hdow the commutation rates 
by 1860. In Ghintnt, the price of the best rice per Madras garce fall from 1^. 188 
to Es. 99; in Bajsdimundry from Es. 101 to Es. 66, See also 3. Srinivasa 
Eagbavaiyanger, Memorandum on Forty Years’ Progress (1893), pp. 07-8. 

* E. Q. Dutt, Eeonomio History of India in the Viotorian ige, pp, 68-81; also 
Early British Btele, pp. 168-61. J, B. Norton, Letter to Robert Lotos (1864), 
pp. 107-68; see espacaaUy a letter of Bir T. Madbava Eao, pp. 162-4. 
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Munro expected that the ryot’s fi'eedom to add to or throw up 
his lands would raalce the system elastic and convenient, but 
actually such freedom was enmeshed m vexatious rules. Tf the 
ryot gave up any land he was required to relinquish good and 
bad lands in like proportion, and therefore this provision proved 
to be of little practical advantage.^ 

The expectations of Bead and Munro that the ryotwari system 
would very largely bring waste lands into cultivation and raise up 
a class of sturdy peasant propnetors remained also unfulfilled. 
As population increased more land was indeed taken up, but this 
only swelled the class of petty ryots (called ‘ pauper farmers ’ by 
Norton), who cultivated uneconomic and fragmented holdings. 
The price of land did not rise as was expected, but in many parts 
land became almost unsaleable. The Collector of Cuddapah 
wrote in 1846 : ‘ The universal complaint and request of the ryots 
is to be allowed to reduce their farms, a convincing proof that 
cultivation is not profitable.’® 

The original intention of Munro was that the assossment should 
not be increased on account of improvements on the land; for he 
believed that this would increase revenue rather than reduce it.® 
But his intention was not given effect to, and this discouraged 
the improvement of cultivation and the adoption of valuable crops. 
In 1837, however, the Court of Directors ordered that the 
Government should lay no claim to enhancement in the case of 
improvements solely due to the ryot’s industry. 

Nor was the collection of revenue an easy matter in those 
days. The revenue demand was generally too high to bo met 
from the normal surplus. According to all reports, torture and 
other cruel practices were resorted to. This formed the subject 
of a debate in the British Parliament, and as a result a committee 
in Madras investigated the matter and discovered that torture 
was prevalent, although the collector and his immediate assistants 
never countenanced it.'* The fact is that the higher officers had 
neither the means nor the inclination for watching over their 
numerous imderltngs, and except where able men were at the 
helm these latter had their way.* 

The pernicious results of this system may be seen in the reports 
of the Collectors of the time, copious extracts from which are 
printed in the works of J. B. Norton and E. C. Dutt.“ The 

* J.B. Dykes, Salem, a Collealorate (X66S), p. 101. Also letter from the Board 
of Bevemie to the (^ernment, 80 Septsmbor 1862. 

* Letter to the Board of Hevenue, Madras, 26 July 1846. 

* Bee Mnnro's letter to Bead, 18 July 1797. _ 

* The oommoD forms of torture were keeping a man in the sun, preventing 
him from going to meals or calls of nature, squeezing (he crossed fingers, pinches, 
slaps and blows with fist or with whip, twisting the ears, etc. See the Beport 
of the (lOmmittee (1866), par. 68. 

‘ See Sir Gteorge Campbell, Modrni India (1862) 

» See J. B. Itbrtott, op. (fit., pp. 89-168; E. 0. Butt, op. cit., pp, 168-61,' 
Fiotortan Age, pp. 67-73; also Srinivasa Baghavaiyanger, op. cit., pp. 28-88. 
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gitiL of these I'eports is that cultivation had ceased lo be pi-ofitable, 
that the ryots were irapovei'ished and heavily in debt, that the 
wealthier ryots had disappeared, that agriculture had degener- 
ated, and that famine had frequently ravaged most districts. 
Boiirdillon’s Description of the Madras Ryot, wiitten in 1853, is 
the most meinoiable of these documents and is well worth 
perusing,^ 

It is no wonder that the laud revenue of Madras remained 
stationary during the period 1820-58, as is evident from the 
following table : 

Year Revenue (M) 

1810-1 L, 071,668 

1820-1 3,738,400 

1830-1 3,460,329 

1840-1 3,729,085 

1850-1 3,515,969 

1857-8 3,678,862 

The defects of the system were dealt with by experienced 
revenue officers like A. D. Campbell before the Parliamentary 
Select Committees of 1832 and 1852, and in various reports and 
proceedings of the Board of flevenuc. Assessment rates were 
experimentally lowered, raised, and lowered again, but no real im- 
provement came before the introduction of the new survey and 
settlement system.® 

The Board of Eevenue in Madras dates from 1786. It 
originally consisted of three members, and was presided over by 
a Member of Council. In this body was vested ‘ the snperinten- 
dency of the whole administration, settlement and receipts of the 
revenues’. The Board superseded the provincial Councils, which 
previously had controlled the work of the Collectors.® It had 
originally certain judicial functions also, but they were abolished 
by Eegulation II of 1806. In 1804, it became also a Com’t of 
Wards for the Presidency and had control over religious and other 
endowments.* The portfolio system, now in vogue, was only 
introduced in 1887, when the membership was raised to four and 
each member was given a separate charge.* The number' of 
members was subsequently reduced to three. 

§4. The Bombay System 

The experiments in Madras were of great use in carrying out 
revenue settlements in the territories in western and northern 

* 8ee Srinivasft Eaghavaiyanger, op. dt., pp. xxxYiii-xlii. 

* See (i. XV. 

* Piftti Heport, p. 191. 

* Eegulation V of 1804 and XXI of 1866. 

* Cambndg 0 History of Indta, voU VI, pp. 81-2. 
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India which subseqiienlly came under BriUsh rnlo. The leasons 
learned at the expense of the Madras ryot wore holpfiil in dovisinq 
more liberal revenue arrangements in the rest of India. Wo shall 
see biiofly how this happened. 

The principal territories comprised in the Tresidency of Bombay 
came under British rule in 1817. Elphinstone, who first investi- 
gated the conditions in the presidency, was struck by the pre- 
valence of the village community, owing perhaps to the important 
part played by it in Maratha administration. The prevalent fonn 
of tenure was mirasi, with the hereditary joint ownership charac- 
teristic of it. These institutions were, however, disregarded, and 
the Court of Directors, who had been converted to the ryolwaii 
faith by Munro, insisted that the settlement should be made with 
every separate cultivator on a temporary basis. This decision 
sounded the death-knell of the village community. 

As in Madras, the first assessments were too high. Pringle, 
who first carried out the settlement in Poona and the surrounding 
districts, measured the land and fixed the Government demand at 
66 per cent, of the produce. But the measurements were 
faulty, the estimates of produce were erroneous, and not even 
half of the revenue demand was realized. According to the official 
report 

Every effort, lawful and unlawful, was made to got tho utmost 
out of the wretched peasantry, who wore subjected to torture, in 
some instanoes cruel and revolting beyond description, if ihey 
could not or would not yield what was demanded. Numhors 
abandoned their houses and fled to noighbouring Indian states. 
Large tracts of land were thrown out of oultivation and in 
some districts no more than a third of the cultivablo area 
remained in occupation. 

In 1835, a re-survey and settlement was commenced by H. E. 
Goldsmid and Lieutenant (later Sir George) Wingate in Indnpnr 
taluk and their system was later extended to other parts of the 
presidency, and still remains the basis of the Bombay land 
revenue administration. The system is simple. ' They classified 
all soils into different classes according to their quality; they fixed 
the assessment of a district aftra: inquiries into its circumstances 
and previous history, and they distributed the district demand 
among the villages and fields contained in the district. The owner 
of each field was then called upon to cultivate his holding on 
payment of the land tax fixed for his field.’® Tho assessment was 
thus based on general considerations and not upon elaborate cal- 
culations as in Madras. The settlement officers’ subjective 


* Bombay Admiwktratim BepoH (1878-8), p. 41. See also B. H. Baden-Powell, 
Iiond Systems of British India 0893). 

*■ B, G. Dutt, I^ifitonan Age, p. 53. 
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impressions played a great part, but this did not turn out to the 
detriment of the ryot in practice.* The settlement was fixed for 
30 yeais. Thus the first expenments in ryotwari settlement turned 
out to be more successful in Bombay than in Madras.® 

The result may be seen in the steady improvement in revenue 
The total land revenue, which was ^Gl’O million in 1830-1 had 
risen to £2’2 millions by 1850-1. 

§5. Land Revenue in the Noith-Western Provinces 

The territory formerly called the North-Western Provinces camo 
under British rule by 1803, partly by the cession from the Nawab 
of Oudh (1801) and partly by conquest from the Marathas (1803). 
The intention at first was to introduce the Bengal system of land 
settlement. But this was not carried out for some tune, owing to 
the counsel of delay that came from the commissioners appointed 
to settle the territory. In 1821, the Court of Directors definitely 
decided against permanent settlement and temporarily fixed the 
Government demand at 83 per cent, of the gi’oss rental of estates. 
This assessment was found to bo excessive, and in 1833 Lord 
William Bentinck reduced the demand to 66 per cent, and made 
the settlement for 30 years. The settlement was not with culti- 
vators but with the hereditary talukdaxs in Oudh, and generally 
with proprietary villages m too rest of the province. This was 
fixed by Regulation K of 1833, which subsequently became the 
basis of land settlement all over India. The actual settlement 
was carried out by Robert Merttins Bird who worked incessantly 
for nine years, and evolved a system by which he gave 
great relief to the overtaxed landholders of the province. His 
work was done in the humane spirit of Bentinck, and it 
was instrumental in giving rise to a class of sturdy and 
contented landowners. 

The procedure adopted by Bird was the following. He first 
made a rough summary and map of all the land within a fiscal area. 
Then a professional survey was made of the land of the area, 
both cultivated and uncultivated. Binally the land tax for the 
entire fiscal area was fixed and that was apportioned among the 
estates or villages {mahals) comprised in the area. The weakest 
point in the system was the part of guesswork in the calcula- 
tion of the rental, but this was subsequently rectified by better 
methods of surveying and assessing. The intention of Bird 
seems to have been to make the assessment perpetual where the 

* Bombay Survey and Settlement Manual, -vol. I, ra. 198-4. 

* The aystem was assailed by the Sadr Boatd of Bevenue, yhich suspected 
that y would be liable to the defects of Uie Madias system. To this, Wingate and 
^oldsmid made a convincing reply, wbiob is edntanied in a letter daljed 17 October 
1840. Sea B. 0, Datt, Yictofiaii Age, pp. Si-7. 
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lands were fully cultivated, but thifl was not accepted by 
bis successors. 

Bird’s work was continued by James Thomason who drew up 
in ]844 the first complete Land Settlement Code in India, This 
Code, entitled Directions for Settlement Offioeis, became later the 
basis of similar codes in other parts of India. Bmd’s assessments 
were revised and reduced, and even then the revenue steadily 
improved. The revenue of the province rose from jC 3-6 millions 
in 1838-9 to £3-7 millions in 1840-1 and to neai’ly £S millions 
in 1850-1. 


§6. Land Revenue in the Punjab 

Before it came under the British, village communities were 
powerful in the Punjab, and land revenue was assessed and col- 
lected in kind. In theory one-half of the gross produce was 
taken, but in practice it varied between two-fifths and one-third. 
The first land settlements were made by the brothers Henry and 
John Lawrence. The framework of the Sikh system was main- 
tained, but the revenue was collected in money. The state 
demand was nominally reduced, but the money basis made the 
assessment really heavier. A set of able officers, partly military 
men and partly picked civilians from the Bengal Service, wore 
appointed as heads of districts, and in general they strove to 
tone down the rigours of the revenue system and to do justice 
between man and man. The settlement was made not with 
individual cultivators, but with joint holders of large estates 
which generally comcided with villages. The joint owners wore 
represented by their headman, called the lambordar, but in 
practice the revenue was separately recoverable from the share- 
holders. Thus, although in form the assessment was on the 
village basis, in reality the position of the individual holders was 
recognized, and this helped the growth of a sturdy class of 
peasant proprietors, 

John Lawrence found that the demand of one-third of the 
gross produce was unfair to the peasants, especially as the kist 
was payable i,n money. His guiding principle was to ' assess low, 
leaving a fair and liberal margin to the ocoupiers of the soil ’, and 
he expected this would induce them to increase their cultivation 
and put the revenue beyond the reach of bad seasons, ‘ Accord- 
ingly the revenue demand was reduced from one-third to oue- 
fourbh and then to one-sixth of the gross produce. Lawrence’s 
expectations were realized, for there was a great extension of 
cultivation, and the total land revenue which was .^830, 000 in 
1847-8 rose to .SI *4 million in 1866-7. 


Nlcholfion in 'Bosworth Smith’s Life of Lari Lamrem (1,886), 
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The total land revenue 

collections 

of British India in 1850-1 

and 1857-8 were as follows 




mo -1 

1857-8 


£ 

£ 

Bengal 

3,669,408 

3,694,017 

Madras 

3,615,969 

3,678,862 

Bombay 

2,2l6,074 

2,318,241 (excluding Bind and 

N.-W, Provinces 

4,990,102 

2,639,238’ Satara) 

Punjab 

1,020,889 

1,786,227 

Nagpur 

— 

277,050 

Other territories 

— 

1,329,702 

Total British India . 

15,382,442 

15,722,337 

* The low figure loi the North-Weatein Tioviucea was due to the Miitmy. 



CHAPTER in 

NON-AGRICULTURAL REVENUE 
§]. Inland Transit Duties 

AtTnotJOH the term satr was given to the many taxes imposed 
formerly on non-agricultural classes, it eventually came to mean 
chiefly the inland duties levied on goods in transit/ It used to 
be collected by the persons who gathered the land revenue, and 
when the central authority of the Mogul Empire became weak, 
the zamindars seem to have levied it on their own authority. 
Thus when Bengal came under British rule, zamindars, amils and 
rovenue-farmera all over the country kept ohowkis or toll-houseR 
by the roadside or on the banks of rivers, and all goods passing 
by were charged sair duties by then* agents. 

Next to transit duties came taxes on traders and artisans, 
generally called moturpha. In the Madras Presidency, the term 
moturpha was limited to the imposts on the artisa,n classes, while 
the levy on the profits of merchants was called veesdbuddy. 

In northern India, however, sair seems to havo had a wider 
connotation than in the south. Acccatling to an account of 1771, 
sair included taxes on cotton, tobacco, betel, gram, etc., duties 
levied on the manufacture and sale of cloth, peshoush, taxes on 
boats, monthly duties paid by shopkeepers and other town' 
dwellers, bazaar collections, fees paid by cutters and sollors of 
grass and straw, and by fowlers and game-Jdllers, fines, and 
licences for the sale of hhang and intoxicating liquors.* The levy 
was made on almost every article; as Sir Charles Trevelyan, who 
made a thorough study of the subject, said : ‘ the question was 
not what was taxed but what was not taxed.’® 

Bengal and Bihar 

In Bengal, ohowkis existed in every medial. Eor this purpose, 
the district or sarkar was divided into ohuklas. All goods in 
transit had to be examined by the daroga in charge of the chukla, 


^ Raison Joli<m describes tair as ‘ a variety of inland imposts, espeoially local 
and arbitraiy cbaiges levied by zamindars and other individuals with a show 
of authority, on all gaods passing through their estates by land or water, and 
sold at maricets established by them 

\FoH Wmiam ConstiliaHons (1771), quoted by P. N. Banerieq, Indian Finanee 
in tbs Days of the Oompemy (192S), pp. MO-l. 

Report 0878), p. 61j Trevelyan thought that what was 
moifirplia in southern TnSii.. , bm this is 
not true. In Madras, both satr and moturpha esistodt aide hy side. See below 



N01I-AQRI0TJI.TIIRAL BEVEHUE 


31 


and the certificate (rowannali) issued by him would enable them 
to pass through the remaining chowkts of the ohukla, but -when 
they entered another ohukla a fresh certificate bad to be obtained on 
payment of a chiitavim. The levy was apparently made on 
Hindus and Mohammedans at different rates. 

The Company soon realised that these charges were ' a great 
detriment to the pubhc collections and a bui'then and oppression 
to the inhabitants ’ . In 1779 orders were issued abolishing all 
duties coming under the description of sair, ohelluntah and 
rahadari; and Eegulation XXI of that year declared all chowkis 
kept by zamindars to be illegal. Erom that time the Company 
made active efforts to cut down these vexatious imposts. In 1793 
the zamindars ware given compensatiou for the loss of revenue 
resulting therefrom. Eegulation XXVII of 1793 firmly laid down 
that ‘ no landliolder or other peiuon of whatever description shall 
be allowed to collect in future any tax or duty of any denomination 

What the zamindars lost the Government gained; but the 
Government wanted to simplify the collections and to reduce the 
different exactions into a single lax, so that when once that duty 
was paid the goods could freely pass without let or hindrance. 
Eegulation IX of 1810 laid down the rules of the new transit duty. 
The number of custom houses was reduced, and each of them 
was placed in charge of a collector of customs. He was authorized 
to establish ohoiohs under his jurisdiction. Definite rules were 
laid down for the levy of duties. A town duty was also levied 
under Eegulation X of 1810 all over Bengal on grain, oil, oil-seeds, 
ghee, tobacco, salt, etc., and these duties were farmed out for 
collection. 

In spite of this reorganization, impediments to trade did not 
disappear. Nor did the number of custom houses diminish. ' The 
country was covered with customs estabhshments like the squares 
on a chess-board, and whenever any artiolo included in the tariff 
was moved from one square to another, it paid this consolidated 
duty.’^ Tho result has been described by Trevelyan as follows : 

The intercourse between adjoining dislricls in the interior is 
positively burdened with heavier duties than the trade between 
England and India. English metals and woollens are admitted free 
and nearly all other articles at 2|- per cent., and on the export side, 
indigo, tobacco and cotton are free; while other articles are charged 
2| per cent., but in the trade carried on between the most conti- 
guous places in the interior, metals are charged 10 per cent, and 
other articles from 5 to 10 per cent. This is a fact worthy of being 
recorded for the information of posterity. If we were to encomage 
swamps or accumulate mountains between the different districts of 
our oountiw we could not paralyse their industry so effectively as wo 
are doing by this scheme of finance.® 

* Sjr Charles Trevelyan’s Evidence before the Select Gommitlee (1878), p. SI. 

* Trevelyan's fieport upon the inleni ousloms of the Bengal Presidency (183B), 

P> 
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Passes (romannaJts) had to bo obtained for all yoods in Iruiisii. 
They contained a full description as to the value, kind, (iiuintity, 
number and description of packages. Tliereforo every time the 
goods underwent a change a new pass had to ho ol)(aiii(Hl, and 
an additional duty had to be paid. Provioualy the duties \iere 
charged in bulk as so much per cart-load or head-loud. Hnli 
under the new system the duty was assessed on the value. J?or 
instance, cotton was charged 5 per cent, when raw; when it 
became yarn it had to pay another per cent.; and when the 
yarn was woven into cloth another 2^ per cent.; if it was later 
dyed 2^ per cent, again; altogether the duties came to 17.} per 
cent. Leather, sugar, shellac, saltpetre, oil and other articles 
were liable to double and treble imposts.^ On top of tliis came 
the extra duty levied when goods were taken into towns. It was 
a great bm’den on local manufactures and led to the decline of 
indigenous handicrafts. 

The harassing nature of the rowmnahs can only be realized 
when one remembers that they had to be obtained before the 
goods attempted to pass any chowM, that separate passes were 
necessary for each parcel included in a load, that if any change 
had been made in the size and nature of the parcels now passes 
had to be obtained, that identification of the parcels liad to bo 
made at different chotokis, and that in every case a frosli payment 
had to be made. 

The customs subordinates had unlimited powovs of stojipage 
and search to see if the goods corresponded to the rowanmlis, and 
this led to endless conuption and harassment. A patrolling offioev 
in Delhi made the following statement ; 

I beg to mention the following as one ol the numerous ways 
in which the fair dealers in salt and other goods are oppressed. 
Should any merchant be ever inclined to be honest, it is really 
almost out of his power to do so. Suppose for instance that a 
merchant has a rowanmh for the conveyance of 1,000 ms u udft of 
salt. The harmadah or ohaprasai will first demand a certain sum. 
The owner of the salt will object to give it. The native officer will 
then say, ‘ I rnust weigh the salt, for I suspect you have an excess.’ 
Suppose the dispatch to consist of 20 hacherias, their contents would 
fake three days to weigh and the merchant in this way would lose 
Rs. 60 on the hire of '^e carts during these three days. He would 
than after consultation offer a bribe of Es. 20 to the kamadah, etc. 
rathei* than suffer the greater loss of Rs. 60 by detention. The 
case is differ<^t if a smuggler makes his appearance; the matter is 
then settled m half an hour. The smuggler pays his regular fee of 
2 annas per meund and at the same time a ohapraasi or private 
servant of the harmadah goes ahead to settle business with the next 
public servant and so on. Should any such smugglers be detected, 
a private servant of the owner of the salt makes haste to the 
shenstadar and others concerned to get if possible rowannaha signed 

^ ibU,, p. 6. 
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immediately. Ho Uien, after about twelve or fourteen hours, brings 
rowannahs signed, and when asked why ho did not produce them 
at first, his answer commonly is that ho was loft behind sick. Tho 
seizures in tliis way rendered labour in vain.^ 

lu 1825 Holt Mackenzie, Territorial Secretary to the Bengal 
Government, wrote an able memorandum exposing the evils of 
the system of inland duties.^ He made the pregnant suggestion 
that ‘ the country might be reheved from the mischief of our 
inland customs without any very considerable sacrifice, at least 
if the salt duties in our western frontier were maintained He 
also pointed out that a reorganization of the customs duties 
would more than make up the loss resulting from the aboli- 
tion of inland duties. But the suggestion was not immediately 
taken up. 

In 1828 Lord William Bentmck deputed Trevelyan to report 
on the transit duties. Trevelyan attacked the whole system in 
his famous memorandum of 1833. Subsequently the viciousness of 
levying transit duties was exposed by several witnesses before 
the Select Committee of the House of Commons. Lord Ellen- 
borougli, Bresident of the Booa’d of Control, attacked it in a letter 
to the Chairman of the Bast India Company and enumerated 235 
articles, mostly of common domestic use, on which duties had 
to be paid. The Company’s Board of Directors were still un- 
convinced, but in spite of them. Lord Auckland in 1836 closed 
the inland custom houses in Bengal and abolished all town duties. 
Lord Ellenborough, who succeeded Lord Auckland, finally put 
an end to the system in Bengal. Bombay immediately followed 
this example, and many other parts of India soon came into 
line, 

Madras. 

In Madras the transit duties survived longer. When British 
rule was first established, inland duties of aU kinds were levied 
in the territories which later became the Madras Presidency, 
and ahnost everything came under that impost. The Fifth Bepart 
gives a telling account of the corruption and molestation that 
they involved, and of the most injurious results they liad on trade 
and industry : 

The first rates were easy aud the customs houses few, but in 
the general relaxation of authority prevailing in the Giroars, this 
mode of raising revenue for the support of the Government was scao- 
dalously abused. In the course of a little time, new duties w^e 
introduced under the pretence of chaiitaWu and religious donations, 
and fees to the ohowkidars or account-keepers, guards and other’ 
officers at the stations; as proteoiian money to a zamindar or as a 

» ibid, , * Bengal Opiati and SAt Qtmtiilintiaiw {1885). 

3 ' 
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present to those who farmed the dutios. Nol only had the clutius 
been from time to time raised m their amount and mullipliod in 
their number at the disoietion oi the zaiiiindars and tho lontorb uiidei 
them;' but they weie at length levied nt almost every stage and so 
on every suooessive transfer of propeity, ' 

In the Northern Giicars, the duties charged were lahadan, or 
duties on merchandise, and panden, or tax on shops, on retail niei- 
chants in towns and on temporary stalls erected during fairs or 
festivals. Satr was also charged on liquor-vendors and keepeis of 
brothels In some places marriages and othei ceremonies also 
came under that impost. Fowzadaii was the produce of fines 
and confiscations; chouth was a fourth of the sums litigated upon 
in the cm I courts. Bents were charged on palmyra trees on the 
coast, and on salt faims.* There were also tolls to be paid all 
over the country, and travellers were molested in all possible 
ways. 

In 1803, these old inland duties wei’e abolished, and in their 
place were ordained (1) a duty of 6 per cent, on all goods imported, 
by sea or land into the town of Madras, or produced within its 
hunts: (2) a duty of 6 per cent, on all goods imported into or 
exported from the subordinate ports in non-British boats; (3) a 
duty of 6 pel' cent, on all goods imported or exported across tho 
frontier; and (4) a general duty of 6 per cent, on goods imported 
into certam provincial towns or produced within thoir limits. 
Goods belongmg to the Company were exempted from duty. Thus 
some goods had to pay three separate duties successively, makmg 
an aggregate of 18 per cent. 

The toll hitherto collected was ‘ specific ’ , i.e. regulated by 
the bullock-load or other measure; but under the new system it 
became ad valorem. This was a very heavy burden upon such 
articles as cloth, which had now to pay nearly six times what 
they paid before. As a lesult, a large number of weavers migrated 
to the ludian States or to the Yillages, where they had less 
duty to pay. This did not in any way benefit the Government 
but hit the consumer as the price of goods went up. In 1806, on 
the recommendation of the Board of Eevenne, the town duties 
were abandoned and the frontier duty was reduced to 6 per cent. 
As this resulted in a fall of the inland customs revenue from Bs. 23 
lakhs to Es. 10 lakhs, the town duty was revived m 1808, but 
it was restricted to the goods brought into the towns, leaving 
goods produced in, or taken out of, them duty-free. Further, 
goods that had already paid the frontier duty were exempted 
from the town duty. Some of the weavers and other artisans 
who had formerly migrated from the towns were thus given an 
inducement to return to their old homes. 

Although thtf original intention of the Government was to levy 
the duties at the frontier and in the principal towns, many 

‘ mm Report, voi, n, p. m » ibia,, p. lei geg,. 

A 
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snboidinaie chowkib boon aioso all ovov the connijy, and as the 
Goveiniopiit ioimcl them a source of incteaseci revenue, they were 
legalized by llogulation I ol 1812, which remained' ni force for 
about 30 yeais. Undoi this Eegulatioii a general duty of 5 per 
cent, on a fixed tariff valuation was levied on almost every article 
of consumption (except gram, cotton and cotton thread) imported 
by land, passing through or sold within the Madias tenitories. 
Having paid such duties goods could pass to any territory.^ 
When such goods came into the city of Madias, they had to pay 
a 6 per cent, duty, but if a certificate on stamped paper attesting 
the payment of the general inland duty was produced the goods 
were let oft on payment of tlie oxtia one per cent 

Over and above this general duty there was a high consumption 
tax levied m Madias and all the principal towns on betel, tobacco, 
gonja, bhang and godach. In some districts (Coimbatore, 
Madura, Trichmopoly and Tanjore), it was levied not only in the 
towns but in other inland ohowhts also. The rate of duty was 
never below 100 per cent. This was not levied in Kanara and 
Malabar, but in these districts there was a special duty (haulat) 
on pepper, betel-nut, cardamom and sandalwood.® This heavy 
taxation brought into the Treasury about Es. 31 lakhs annually 
till 1819. 

At first the Goveimment collected this revenue directly, but as 
the expenses of collection increased it was later farmed out to 
the highest bidder.* The savr peons and chowUdms who collected 
the duty for the Government were bad, but the renters were 
much woise. It was to stop the extortions of the cbowkidars 
that the Board of Eevenue recommended the farming system with 
the approval of Sir Thomas Munro, then Governor. But worse 
extortion resulted, when the renters came into possession of this 
valued right. However, the Government gained by the change. 
There was an increase of Bs. 10 lakhs m the customs revenue 
and a large decrease in the charges of collection. 

In 1835, a committee was appointed by the Government to 
inquire into the question of inland duties. The Committee 
pointed out that the inland duties were not mere transit 
duties but were mostly excises on consumption, and that in 
levying an excise of such wide scope, more detailed instructions 
should have been drawn up by the Government for the guidance 
of tax-gatherers. They wrote ; ‘ A system of universal excise, if 
administered by Government servants will always be a system of 
universal fraud on the revenue and exactions on the people, 
and if administered by farmers a system of grmding oppression, 
under which the payment of legal dues will form the lightest pait 
of the burden.’® 

' EegolaliioD, I ot 1813. * BegtiUtaoii HI of 1813 and Begvlation H of 1817. 

* i^gulatioa I ol 1812, 

* from the Board of Eayeaue, 38 Bebruary IfflSu 

* fleport of ChiSiom QommtUB CLB36), 
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The Committee had reporta from Collei'tovs describing (bo 
exorbitant demands to wliicli the commercial cliibscs were 8ul)|eo( 
and showing how difficult it was for the Collectors to put lui 
effective check on such transactions. In some districts there wcio 
as many as 30 chowkis, and those who sullered the ordeal iii 
those places had hardly any moans of redress. Such aiticles of 
common use as onions, chillies, tamarind, coconut, coriander, 
garlic, ginger, mustard and pepper had to pay the duty. The 
Committee remarked ; 

It appears doubtful whether any tax could be invented which 
would cause more universal vexation and distress, or strike more 
effectually at the root of industry, tlian the one under which such 
a system of interference is openly practised and avowed. It is not 
in the amount of duty that the grievance consists ; it is the intolerable 
vexation that attends the collection of it. 

In conclusion the Committee recommended the complete 
abolition of the inland duties, and they were accordingly abolished 
by Act YI of 1844. In the previous year they yielded a revenue 
of Es. 30 lakhs. 


§2, Moturpha 

Opinions differ as to whether moturpha was a part of salr or 
different from it. James Grant wrote in 1787 : ‘ Under the head 
" sayer revenue” was also included a variety of taxes indefinite 
in their amount and vexatious in their nature called moturpha; 
they consist of imposts on houses, on the implements of agricul- 
ture, on looms, on merchants, on artificers and other professions 
and castes.’^ Such a tax existed in most parts of India under 
that name or under some other name. In Bengal it was abolished 
in 1793 (except in one Pargana),* and in other provinces by 1844; 
but in Madras, moturpha and other professional taxes continued 
to be levied till the very end of the Company’s rule. Originally 
these taxes were collected along with land revenue, and later came 
to be considered as a profession tax." Under the local names, 
somadayam and pulla puttada, the tax was levied in Arcot and 
the Ceded Districts on houses, bazaars, mandis, mills, oilmongers, 
weavers, indigo-makers, cloth-painters, shepherds, kolagaram 
(village weighman), and so forth. The scope and incidence of this 
tax varied from ffistrict to district and even from village to village. 
It was rated on income, being 2 to 4 per cent, and in some cases 
even 8 per cent. In Nellore, moturpha was levied on houses, 


‘ Fifth Report, toI, H, p. 10. 

‘It was ^scovMed in 1870 that moturpha oonHnnea to be levied in acme 
m Shahbad Biataot, and biougbt in Be. 178-4-0. Olbose villages were 
to^OTed froin abaaput m 1819, but as moturpha had been abolisbel in the 
^ Bengal befme that date, it rantinned to be levied there, and no one took 
any notice of it. See Seteot Oommitea Report (1878), p. 688. 

Ptoeeednige of the Board of Bevenue, 29 August to IS December 1814, 
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weavers, boatmen, palanquin-bearers, fishermen, goldsmiths, 
blacksmiths, cartmen, perfume-sellers, shopkeepers, tank-diggers, 
goldfinders, dyers, painters, gunny-makers, chucklers, sawyers, 
shepherds, oilmongers, ironmongers, shoemakers, potters, basket- 
makers, butchers, toddy-drawers, etc. 

Thus the scope of the tax was very wide : ‘ It is a poll-tax, 
a house- tax, a cattle-stall tax, and a caste- tax j the beggar is taxed 
because he is a beggar; the widow is taxed because she is 
destitute.’ 

The Board of Eevenue gave much time and attention to 
a reform of this tax. It was realized that being virtually an 
income-tax, it should not be a fixed amount like the land revenue. 
As the revenue from this tax was the largest in the Ceded 
Districts, a prolonged correspondence passed between the Board 
and the officers in charge of those districts. Munro was the first 
to understand the nature of this tax.^ There were thi'ce sepai’ate 
levies in those tracts ; the moturpha or profession tax, veesdbuddy 
or tax on the income or profits of merchants and traders, and a 
tax on houses.® In Bellary the veesdbuddy assessment was fixed 
for each taluk according to its population, production, consump- 
tion, trade, and the state of profit from trade and business, and 
the assessment was somewhat more than 10 per cent, of the 
aggregate gains. The merchants settled among themselves, by 
means of arbitrators, the relative proportion which each was to 
bear. They had to produce documentary evidence in support of 
their statements. Of course, difierences of opinion arose between 
individual merchants, and the arbitrators haid a very large part 
to play. Moturpha was more difficult to assess. It was supposed 
to oe rated on the gains of each individual craft or profession, 
but in practice it was arbitrary. It was also difficult to assess 
these taxes according to the income of the year, and therefore 
assessment often became either too light or too heavy, 

Brom the beginning, the Collectors felt the need for legal 
sanctions for taxation. In 1818, a regulation was made prescrib- 
ing the mode of levying moturpha and veesabuddy, and this 
armed the Collectors with powers for punishing the frauds and 
correcting the abuses which occurred in the assessment of the 
lax.® It was also desired to incorporate the various imposts into 
one consolidated tax, but this was not easy.* 

In Coimbatore and the West Coast, one of the articles subject 
to moturpha was tobacco. Soon after 1800, this tax was abolished, 
but a Government monopoly took its place. All cultivation of 
tobacco was prohibited except under licence.® This led to 

* Manro’s letter, 16 August 1807 (Revalue ConsultaliwiB, 4 February 1808). 

* Letter from the CoUedtor of Bellary (Chaplin), 18 April 1812. In Oudtoj)^, 
a tax called hanabab was also levied, but it seems to have formed a subdivision 
of moturpha and was sometimsB called GhittUT-moturpha. 

* 'Eolation IV of 1818. * Lettac dated 22 Deuenibw 1812. 

* Regulations VH and vni of 1811. 
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stauggling on such a large scale that troops had lo Iio ('iii])lf)yo(l 
to deal with it. The tobacco monopoly was abolished in 1852, 
The question of moturpha formed the subject of correspondcucc 
between the Home Government and the anthoritios in India lor 
about twelve years, and ‘ after an inexcusablo delay on the part 
of the Madras authorities in furnishing the lui'oi'mation which 
had been repeatedly called for,’* the matter was seriously taken 
up after 1853. J. P. Thomas, Member of Council, rccoinmondod 
its abohtion and pointed out that the resulting loss of rovonuo 
would be made good by the increasing prosperity of the non- 
agncultural classes. ' Their advancing wealth ’, he wrote, ‘ would 
extend the mai'ket and enhance the value of all products of the 
land, and better prices would then be obtained by the ryot and 
greater stability be thus given to land revenue.^ The other 
Members also agreed, but the Governor (Sir Henry Poltinger) 
advocated the retention of niotuipha.^ The Governor-General 
(Dalhousie), while condemning the tax as ' oppressive, detestable ’ 
and ‘indefensible in principle', and while agreeing that it 
‘ should be abolished wholly and unreservedly ’ , suggested , never- 
theless, that its abolition should be deferred in view of the actual 
financial condition of the Empire.* The Court of Directors con- 
sidered the tax to be ‘ arbitrary, ii-regular and umlefinod, resting 
(except as regards the veesabuddy of the Coded Districts) on no 
law, but merely on ancient usage, and thus alfording to native 
officers employed in their collection ample opportunities of 
oppression and extortion, of which it is m evidence that tlioy 
Wgely avail themselves’. They also pointed out that tho tax 
was ' confined to one Presidency, which is subject lo at least as 
heavy a pressure of taxation as any other part of India, and even 
there whole districts and parts of disti’icts and particular classes 
of people are entirely exempt’.® They accordingly ordered its 
total abolition ‘ at such time and in such manner as may seem 
expedient ’. Durmg the Mutiny, tho Inspector-General of 
Ordnance advocated the immediate abolition of moturpha ‘ as a 
measure calculated to imbue the native soldiers with a full sense 
of the value of British rule and as tending to place the military 
system on a sound footing ’.® 

Moturpha was abolished in 1861, when the licence-tax was 
instituted, but that was not the end of it in Madras. Even to 
this day, moturpha survives in the municipal areas of the Presi- 
dency in the form of a graduated tax on dris, professions and 
callmgs- 


* Dispatch ftoin the Ooturt o£ Directota to tiie Glovemment of latKa m Cor- 
respondenoe nUbng to East India Affairs (1867), p. 13 

’ Mmute dated 33 Apnl 1863. ‘Mnute deted 38 April 1868. 

* Sluiiite dated 36 May 1868. 

* OmesponAenoe relating to East India Affairs (1857), p. 13. 

* aersnne Copanltaiions, 80 November 1868. 



NON-AGRIODbTOnAL RBVENUIS 


39 


§3. Sea-Gustoms 

So lou{> as a nniveraal system of inland duties continued, no 
other non-agricultural tax had any chance of developing, but with 
the abandonment of transit duties between 1836 and 1844, such 
heads of revenue as sea-customs, salt, opium and abliari began 
to develop. We shall now proceed to trace the growth and 
administration of these taxes. 

Even in early British days, customs duties were a source of 
state revenue, but each presidency had its own customs regulation 
and organization. In Bengal tins subject was administered by 
the Revenue Depaitment till 1793, when it was transferred to the 
Commercial Department. Regulation IX of 1810 systematized the 
customs tariff of the Presidency of Bengal. Import and export 
duties were fixed at 5, TJ and 10 per cent, according to the 
nature of the goods. Articles like bullion and coin, horses and 
timber used for ship-building were exempted from the duty. The 
exports of gram, precious stones and a few other articles were 
left free. In 1811 heavier duties were imposed on goods carried 
in foreign ships engaged in export or import trade, and thus a 
preference was given to British shipping. At that time, the 
Navigation Acts had full sway m England. In 1815 woollens, 
metals, marine stores and other manufactured goods from the 
United Kingdom were declared duty-free provided they came in 
British-registered or Indian-built ships, hut wines and spirits 
were subject to the normal duty. These provisions gave an 
advantage to manufactured goods from Great Britain. It must be 
said in fairness to the Company that attempts were also made 
to place British and Indian goods on the same footing. But it did 
not benefit Indian goods as the trade in, and the manufacture 
of, these goods were hampered by heavy inland duties and lack 
of ti-ansport facilities. Eurther, as was proved to the Select 
Committee of the House of Commons in 1832, the coasting trade 
of India was greatly discouraged. Raw silk exported from Bengal 
to Madras in a foreign bottom had to pay a duty of 31 per cent., 
but if exported to America in the same vessel it got a liberal 
refund. 

In 1836, when the inland duties were abolished, the customs 
tariff in Bengal was thoroughly revised. Fresh duties were 
imposed on several kinds of British goods; metals and marine stores 
had to pay 3 per cent, and woollens 2 per cent. The duty on 
British cotton and silk piecegoods, cotton twist and yam was raised 
from 2J to per cent. All other articles had to pay 3| per cent. 
Products of foreign countries had to pay double the above 
rates, The export tariff was also revised and greatly simpli- 
fied, the number of enumerated articles having been reduced 
from 234 to 16, of which six we^e exempted from duty. In 
1843, the import duties raised at the northern and western land 
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frontiers of upper India were abolished, except those on salt and 

cotton. , 0,0 I 

In Bombay, customs duties were very low until 
the duty on imports in foreign vessels was raised from dj to 
dj’ per cent., and a higher duty was levied on foreign goods. 
The duty on exports was fixed at 3^ per cent. In 1816 a pre- 
ference was given to British goods, somewhat on the lines of 
the preference given in Bengal. In 1827 the customs tariff was 
revised by a committee. 

The customs regulations of Madras were embodied in a code 
in 1803 which was based on earlier rules and regulations dating 
from 1784. A general duty of 6 per cent, was fixed upon imports 
in British, Asiatic or American vessels and 8 per cent, if imported 
in ships belonging to other foreign nations. Several articles were 
allowed duty-free, and grain had to pay 3 per cent, if imported 
from outside the Bengal Presidency.^ On exports the duty was 6 
per cent, if sent in British, Aaatic or American vessels and 8 
per cent, if in other foreign vessels.® In 1808 a duty of 6 per cent, 
was imposed on all grain imported into Madras by sea. In 1812, 
the general import duty on goods imported in British, American 
or Asiatic vessels was raised to 8 per cent. An export duly was 
also levied on goods going out of the subordinate ports. But at 
Madras only articles imported in foreign vessels wore charged. 
Further modifications were made from lime to time, and larger 
preferences were given to goods coming in British bottoms. 

A Committee of the Government of India reported in 18,3fi 
that the want of uniformity between the rales charged in the 
different parts of India was a great handicap to Irado, and 
recommended the unification of the different customs lai-ifTs. The 
loss resulting from the abandonment of the inland customs had 
also to be made good. Accordingly in 1846, the tariffs of the 
three presidencies were made uniform, but duties were still charged 
on goods coming from ports in other parts of India. Imports of 
British goods were charged 6 per cent, if carried in British vessels 
and 10 per cent, if in foreign vessels. Double these rales were 
charged on foreign goods in British vessels and four times, if 
carried in foteign vessels. Wines and liquors had to pay a bigbav 
duty. 

In the meantime, the policy of free trade was being gradually 
adopted in England. In 1846, the duties on corn, which formed 
the first target for the free traders’ attack, were abolished. In 
the same year the Company wrote to India urging the abolition of 
all export duties except on indigo, the abandonment of discrimi- 
natoiy duties as between goods imported in British and foreign 
vessels and the freeing of the port-to-port trade within the oountiy 
from duties. In 1848 all duties on goods coming from other ports 


' Begnlation IX. of 1803. 


’ Begolation X of 1803. 
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in India were abolished, and India became more or less a free 
trade unit. The preference given to goods carried in British vessels 
was also given up. In 1850, the coasting trade of India was 
thrown open to ships of all nations. But the export duties were 
not abolished. The total customs revenue of India m 1856-7 was 
Us, 2-2 crores, of which nearly Ee. 1 crore came from tho duty 
on imported salt. 

§4. Salt Tax 

Being a tax handed down from time immemorial, the salt tax 
was levied by methods which varied from province to province, 
and from district to district. 

In Bengal, salt was a Government monopoly from the days of 
Warren Hastings, who put into operation a scheme under which 
the salt-prodncing tracts were divided into separate agencies, each 
under a civil officer or agent working under instructions from a 
Comptroller at Calcutta. The melangis or sail-makers received 
annual advances from the agent binding them to deliver all their 
salt to the Government at an agreed price. The agent stored the 
salt and sold to wholesalers at prices fixed by the Government. In 
this transaction, a profit of about Eo. 1-8 per maund accrued to 
the Government. Cornwallis, in 1792, established the system of 
salt sales by public auction in Calcutta, and this resulted in a large 
increase of revenue. He also made a set of regulations for the 
protection of the melangis, and this was embodied in a code, 
Eegulation XXIX of 1793. 

From the first, there was much opposition to this system 
of monopoly. Philip Francis attacked it and favoured free trade 
in salt. Parliamentary committees disapproved of it several 
times. In 1832-3 Parliament conducted a searching inquiry into 
the salt duty in India. As a result, the monopoly was disap- 
proved, and other modes of collecting revenue from salt, namely 
an excise duly on salt manufactured in Bengal and a duty 
on importation, were suggested. The excise was expensive to 
collect, but an import duty was much cheaper and more con- 
venient. The salt duty brought in a revenue of about ^1,600,000 
annually, and to abolish the Government monopoly would have 
meant losing this large revenue. The Committee finally reported 
in 1836 that, although the salt monopoly was defective in many 
ways, the same amount of revenue could not be collected with 
equal security under any other system. They, however, recom- 
mended that the periodical auclions should be abolished and that 
the galas (stores) should be open for sale at all times, that the 
price to be charged should be the cost plus a fixed duty, that the 
importation of salt should be permitted, and that imported salt 
should be charged only the same duty as that charged on the 
Company’s salt, 

Most of the reforms suggested by the Committee had already 
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been given efEect to by tho Government of Bengal, A large uiiport 
trade in salt had been growing since 1817. The auction sales 
were discontinued in 1886, and sales at fixed prices wore made 
in unlimited quantities. The duty on foreign salt was fixed at 
Es. 325 per 100 inaunda, in 1836. Salt was allowed to be bonded 
under certain rules. As imports increased, local manufacture 
dimmished) and m 1848 the large salt agency of the Twenty-four 
Parganas was closed. 

Attempts were also made to substitute an excise duty for the 
exist in g system of Government manufacture. Several salt works 
were opened by companies, assisted by the Government. The 
system of pnvate manufacture subject to an excise gradually grew, 
but salt manufacture by the indigenous process was prohibited. 
Importation also dimmished for some years after 1850, and private 
manufacture was not ample. Owmg to the shortage thus caused, 
the Salt Boaid reopened the salt agency of tho Twenty-four 
Parganas in 1856 and, while in the eastern portion salt was 
manufactured by the Government, in the western portion there 
was private manufacture. 

But the gospel of laissez-faire was growing popular. The India 
Act of 1853 originally contained a clause declaring the continuanco 
of salt monopoly to be unlawful, and the Court of Directors, read- 
ing the signs of the times, instituted an inquiry into the whole 
question. G. Plowden, who came out as Salt Commissioner in 
1863, made an elaborate inquiry and reported in 1866 disapproving 
of the Government monopoly and commending the system of 
excise. In the meantime, imports went on increasing and soon 
became the chief source of supply in Bengal aaad Assam. In 1854-5, 
the net revenue amounted to ^1,418,800. 

In the Madras Presidency, the right of manufacturing and 
selling salt was at first farmed out. The question of monopoly 
was first mooted in 1799,' but for some time a monopoly was 
considered impracticable by a majority of the Board of Eevenue, 
and the coEectors generally preferred an excise. However, the 
Government soon decided upon a monopoly on the Bengal model. 
In 1806 a Eegulation® was passed estabhshing a monopoly in 
aU parts of tho presidency, except Malabar and Kanara, to which 
it was afterwards extended in 1807. The mannfactm’e of salt was 
conducted exclusively on account of the Government, and the sale 
price was fixed at Es. 70 per garce, including duty and all costs 
of manufacture. In 1809, the price was raised to Es. 105 but, 
as that was not found profitable, it was reduced to Es. 60. In 
1844 inland duties in the presidency were abolished and, in order 
to make good the loss, the price of salt was raised to Ee. 1-8 per 
maimd or Es. 180 per garce. Between 1850 and 1859, it was 
Ee, 1 per maund. Plowden criticized the salt monopoly of 

’ Iiettec of tlie Soaid of Beveuue dated 3 September 1703, 

* BegnJation X of ISOS dated IS September. 
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Madras and recoramended that an cxcMse duty should be substi- 
tuted; but nothing was done immediately to implement this 
suggestion. 

In the Bombay Bresidency salt was obtained by evaporation, 
chiefly of sea-water. Some of the salt worlcs belonged to the 
Government, and others were privately owned subject to a laud 
rent. In 1823 it was proposed to establish a salt monopoly, but 
this was negatived by the Home Government. In 1836 the transit 
duties were abolished, and an excise duty of 8 annas per maund 
on salt was imposed together with an import duly of the same 
amount. This resulted in a loss to the Government, and therefore 
in 1844 both the excise and the import duty were raised to Ee. 1 
per maund. But it was subsequently reduced to 12 annas. The 
collection of the excise duty was made by the Collector of Customs 
in Gujarat and Zonkan. In 1856 it come under a Commissioner 
who also looked after the customs revenue. The total net revenue 
from salt in the Presidency in 1862-3 amounted to about Es. 23 J 
lakhs. Plowden agreed with the Government that an excise 
system was better than a monopoly. He approved of the system 
in Bombay, but suggested that the Government should give up 
the manufacture of salt. 

In the North-Western Provinces salt came from the salt lakes 
in Eajputana, especially the Sambhar Lake. A customs line was 
maintained across the country in order to levy a duty on the 
salt passing into British Iiidia.’^ In the Punjab salt came from 
the salt ranges, and here too a customs line was maintained m 
order to keep out the red salt from Peshawar. In British Burma 
there was both an excise duty on local salt and an import duly 
on foieign salt.* 

The salt revenue of British India in 1867-8 was £3,240,978, 
or about 10 per cent, of the total revenue. Of this about 
£1,000,000 was collected in Bengal and half that amount in 
Madras. The incidence of the tax varied froni province to pro- 
vince. In 1868 the rates vyere as follows; Bengal, Bs. 2-8 per 
maund; the North-Western Provinces, Oudh and the Punjab, 
Es.2; Madras, 14 annas; and Bombay, 12 annas. 

Repeated controversies raged both in Indie and in England 
regarding the justice of the salt monopoly. Critics pointed out that 
it was anti-social to raise revenue on such a common article of 
consumption, and that it pressed heavily on the poor. The argu- 
ments on the other side were that the people of India had always 
been aocnstomecl to such a tax and that it gave the Government a 
sure revenue with the least trouble and expense. In 1863 a 
resolution was passed in the House of Commons urging the aboli- 
tion of the dnty, bnt the Government did not accept it in spite of 


> See dh. zii. 

* Morul utid MaUnal Progrm (1871-3), f. 80. 
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John Bright’s strictures against the tax as ‘ economically wrong 
and hideously cruel ’ . 

§6. Opium 

Next to land revenue, opium was the most productive source 
o[ revenue in 1858, and its problems were less intricate than those 
of land revenue. 

The opium revenue was raised by Government monopoly in 
Bengal and by an export duty in Bombay, and both methods were 
neaidy of equal importance. The cultivation of the poppy was 
carried on in certain districts of Bengal under a system of advances. 
The crude opium was prepared for the market in Government 
factories and was sold by auction at Calcutta. The difference 
between the cost price of the opium and the auction price consti- 
tuted the revenue. The opium exported from Bombay, called 
’ Malwa opium ’ , came from the protected states of central India. 
The British Government had no contml over the quantity pro- 
duced, but regulated its export by levying a heavy export duty. 
Most of the exports went to China. 

As early as 1838 the opium revenue came to Es. 2 crores. 
In spite of the disturbance caused by the Chinese wars in 1889 
and 1847, the revenue went on increasiDg and amounted to Bs. 5 
crores in 1855-0. After 1852, various changes were made in tho 
opium policy, and the revenue fluctuated widely. According to 
Sir John Strachey, the absence of a settled policy was the cause 
of the fluctuations. The cultivation and sale of opium were made 
a Government monopoly soon after the British came into 
possession of Bengal. At first it was managed on the contract 
system, but in 1799 it was found more profitable to manage the 
hade directly through the agency of the Government’s own officers. 
There were two such agencies in Bengal under European agents 
assisted by a large staff, and their work was supervised by the 
Board of Eevenue. These agents entered into contracts annually 
with the cultivators, who were bound to deliver all their poppy 
juice at fixed prices. There was no compulsion to cultivate, but 
having stipulated with the agent, the ryot was bound to cultivate 
the full acreage stipulated for, and default meant heavy penalties. 
Opium was cultivated also in the Malwa states in central India, 
and in order to place this supply on an equal footing in respect 
of price a heavy duty was placed on Malwa opium at Bombay, 
its sole port. Up to 1842, the duty was only Es. 125 per chest, 
but later it was raised to Es. 400 in order to equalize the burden 
on the two categories of opium. 

There was considerable opposition to the Government monopoly 
of opium. In 1882-8 a Parliamentary Select Committee went 
into the matter, and pointed out its many blemishes, but could 
not discover any method by which revenue from opium could 
be raised more easily and efficiently. Purther, as the duty was 
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eventually shifted on to the Ohineae consumer, the question did not 
become very prominent m India. In England, however, it con- 
tinued to rouse the ire of humanitarians. John Bright said in 
Parliament that ‘ a more dreadful traffic or one more hideous in 
its results never existed except perliaps the transportation of 
Africans from their own country to the continent of America 

§6. Abkari 

Abkari was the excise duty imposed on the manufacture and 
sale of alcohohe liquors and intoxicating drugs in India. It 
existed in the days of the Hinda and Mohammedan rulers, and 
was farmed out to the highest bidder. The Company continued 
the same system, and the chief articles taxed were arrack and 
toddy. The Collectors administered this tax and issued licences 
to open shops. In Bengal, tUl 1829, the Collectors received a 
commission on the amount collected under abkari. When this 
was stopped, the collections feU off. 

In the Madras Presidency, the exclusive privilege of manu- 
facturing and selling alcoholic liquors has always been farmed 
out. The Collector of each district, in consultation with the Board 
of Eevenue, decided the places where the distillation and sale 
should take place and the retail prices of the liquors. In 1867 
the total excise revenue of British India was about Es. 84 lakhs, 
of which Madras contributed about Es. 30 lakhs. 

§7. Stamps 

The stamp duty was originally imposed to make up for the 
abolition of the old police tax.^ At first stamped paper was needed 
mainly for legal proceedings, but later it became necessary for 
commercial transactions like biUs of exchange, bonds, hand-notes 
and receipts. Deeds of land transfer had to be written on stamped 
paper. Thus, with the expansion of trade and business, the stamp 
duty became more and more productive and bade fair to become 
one of the most reliable of the secondary revenue heads. In 1867-8 
it contributed Es. 46’6 lakhs to the Treasury. 

§8. Miscellaneous 

Of the minor imposts that existed in the early days of British 
rule, one was a tax on pilgrims; but later on owing to opposition 
it was abolished. There was a capitation tax in Burma which in 
spite of opposition was continued down to quite recent times. 

Numerous other small imposts were levied in those days, and 
many of them were as unproductive as they were vexatious. .So®e 
went to the benefit of the village officers. When subsequently 

^ In Madras, however, the object was ‘ to discourage the prefening oI liti- 
gious compldinis 
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these officers came to be paid by the Government, the taxes were 
not all abohshed. In the Madias Presidency many of them wore 
grouped together under the head ‘ Small Faims and Licences 
Certain privileges like the measuring of grain and other articles, 
grazing cattle and so loith, were leased out to individuals for an 
annual payment. 

Similar taxes existed in other provinces also. The wheel-tax, 
i.e. a levy on caits was almost umveisal; and so were rahadari 
imposts, boat-tax, pulbandi (collection for the construction and 
repau' of bridges), pushtabandi (for the constiuction and repair of 
embankments), chowkidari (fund for the payment of village 
watchman), and many others. 

Owmg to the lack of adequate information, it is not possible 
to form any accurate estimate of the proceeds of these vni'ious taxes 
before 1868. 



OllAPTEE IV 


THE GROWTH OP EXPENDITURE 
§1. Introductory 

The East India Company was essentially a commercial concern. 
Its sole business till 1765 was trade. In that year an extensive 
territory came under its control, and it was soon forced to take 
up the duty of governing ; but trade still continued to be its major 
concern, and no attempt was made till 1813 to separate the 
pohtical from the commercial accounts. The imports were not 
sufficient to pay for the exports, and the territorial revenues of 
Bengal had to be used lov the Company’s ‘ investments ’ in 
India and for carrying on wiufare with hostile Indian powers. 
Until 1833 the Governor-G-onoval had a dual function to dis- 
charge. He had to manage a large trading concern on behalf of 
the Court of Directors. Ho had also to carry on wnis and 
diplomatic nogotiatious on behalf of the Government of Great 
Britain. The Dirootors woto principally intcreslod in their profits 
from trade, and repeatedly insisted that part of the torritorial 
revenues should bo used for fiuancnig the exports from India. 
Certain amounts had also to bo paid into the British exchequer, 
and several wars, in which neither India nor the Company 
was interested, had to bo financed from Indian revenues. As a 
result, the administration of India became a veiy difficult matter 
and several of the GovernoTS-Genexal had a rather unpleasant 
time. 

In 1833 the prime concern of Government m India became 
political, and the Company’s commercial preoccupations ceased. 
Thus finance was liberated from commerce, and a certain amount 
of order and system was introduced into the financial afimmistia- 
tion. There was a Pinance Department in Bengal from 1810, 
but it was subsidiary to the ‘ Territorial ’ or ‘ Public ’ Depart- 
ment. There was no separate Pinancial Secretariat till 1843. 
Banh of the three presidencies had its own Accountant-General, 
and in 1834 the Accountant-General of Bengal became the 
Accountant-General of the Goyemment of India. From 1846 this 
new post was held by the Financial Secretary, and for the pro- 
vince of Bengal a separate Accountant was appointed. From that 
time the heads of the accounts section in Bombay and Madras 
came to be called Accountants. Till 1868 there was no unified 
Finance Department, Lord Ellonborough^ tried to introduce a 


* Ghiv«MiOT-&eiie*Bl, 1840*4, 
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regular budget system, but the Court of Directoi's did not want 
any drastic change. 

The Company’s accounts could not have been bad in early days, 
but subsequently, with the decline of the commercial side, the 
system of accounts seems to have deteriorated. The Company 
used a system of double entry, but it was spoiled in later days 
by ‘ a variety of obsolete entries and irrecoverable balances, and 
above all by a vast number of complicated and unnecessary inter- 
presidential and inter-departmental payments and advances’.’ 
There was no proper budgeting; and the audit was inefficient. 
According to Sir Charles Trevelyan, who was intimately acquaint- 
ed with the Company’s administration, ‘ The accounts were many 
years in arrear; they were never closed and certainly never audited 
and never looked up. It was mere red-tape and circumlocution 
and rubbish.’® The result was that the normal stale of the Indian 
finances was one of deficit.* 

We shall now proceed to trace the causes of tho increase of 
expenditure during the period. 

§2. Defence 

The expenditure of the East India Company increased from 
Xl,787,653 m 1766-6 (the year in which the Diwani was granted) 
to £39,670,998 in 1867-8, the year in which the Mutiny broke 
out. The revenue also increased correspondingly from £2,000,674 
to £81,706,776. Between these periods large extensions had 
taken place in the territorial jurisdiction of the Company, and the 
increase was largely due to them. But from 1833 territorial 
acquisitions had been comparatively unimportant, and even after 
that date revenue increased from £18 millions in 1832 to £31 
millions in 1857-8. This increase was due partly to the expansion 
of existing revenues and partly to the imposition of new taxes. 

The pnnoipal single head of expenditure in the period before 
1868, as now, was defence. In 1866-7 the army and marine 
charges were responsible for about £15 millions out of a total 
expenditure of £31-9 millions— nearly 60 per cent. In 3867-8 
it rose to £21 millions, and in 1868-9 to £25-5 millions. Thus 
half the revenue of India was, even in normal years, spent for 
defence purposes. 

Erom the beginning till as late as 1894, separate armies were 
maintained by each of the three presidency Governments. The 
Madras army originated first, and grew on account of the wars 
with the French in the eighteenth century. It was composed 
mostly of Indian sepoys; the European soldiers were few and 
were mostly drawn from the ships. When Bengal later became 
the scene of fighting, a new army was farmed there, and the 

Sir Cbarlee Trevelyan's budget etatement, ISflA. 

* S^eot Committee Seport (1873), p. 88, 


* loira. 
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assumption of the Diwani by the L'oinpajiy imicle a standing array 
absolutely necossaiy. Tlio Hoinbay army was at first small, but 
later, when wais broke out with the Marathns, the western presi- 
dency too was called ujion to increase its mihtaa'y equipment. 
The Court oi Directors, Irora the flist, kept a firm control over 
these armies. 

Ill 1808 the strength of the three armies stood thus 



Ewopeans 

Indians 

Total 

Bengal 

.. 7,000 

67,000 

64,000 

Madras 

.. 11,000 

53,000 

64,000 

Bombay 

.. 6,500 

20,000 

26,500 

Total . 

.. 24,600 

130,000 

164,500 


Of these, four regiments of cavalry and five battalions of 
infantiy belonged to the British Government, whilst the remain- 
der, VIZ. three regiments of European infantry, six battalions of 
artillery, 16 regiments of Indian cavah'y and 118 battalions of 
Indian infantry, belonged to the Company. 

Subsequently the nuniliers increased owing to the more 
extended warfare in central and northern India. In 1866, on 
the eve of the Mutiny, the establishment of regular forces was 
as follows 

Bengal Madras Bomhay Total 

Eegiments ; British cavalry ... 2 1 1 4 

Battailous : British infantry ... 35 3 4 22 

Company’s European infantry ... 3 3 3 9 

Battalions : Artillery (European and 

Native) ... ... 12 7 6 24 

Battalions : Native infantry ... 74 62 29 155 

Eegiments : Native cavalry ... 10 8 3 21 

In addition to these, there were 18 regiments of what were 
called irregular cavalry in Bengal and a few in Bombay; and there 
were local troops in Assam, Arakan and other places. Altogether 
the Company had in its pay 347,351 men, of whom 46,622 were 
Europeans, 262,852 Indian and 38,977 Indian mihtary police.^ 

"When the array increased in numbers, expenditure also 
increased. In 1765-6 the total militai’y expenditure of all the 
presidencies was only jfil,447,576. By 1793 the exj^diture 
became 503 millions. By 1834-6 it had risen to £1 millions and 
by 3846-7 to nearly £12 millions. After that it remained fairly 
stationary till the Mutiny. 

No doubt the increase in expenditure was mainly due to the 
increase in the territory undei’ ihe Company, but various special 

* Q-, OheBtiay, Indim Polity (1808), p. 388. _ * Ibid., p, 284. 

’ Report of the Royal UotMmsion on Indian Bepen^Hure (190(5, yol. Tv, pp. 78'9. 
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cau&ea contiibuted to it. One ol these was the ouh.iticeil pio- 
poition ol European troops to Indian, At hist Ihe Indian aiiny 
was mostly composed ot sepoys, but {>tadually the sticuf'lli ol 
the European tioops mcieased. In 1793 the pio].)oitLon hoi ween 
the European and the Indian elements w.m 1 3‘7l ; lint by IB3‘i-3 

it had changed to 1: 1‘94.^ Subsequently the Indian solihoiH 
increased in number, and in tho year following the Mutiny 
(1858-9), the Indian aimy was composed ol 106,290 Pjuiopcana 
and 196,243 Indians. There was great dilfeienco ol opinion among 
British admmistiators in India concerning the impoitance of the 
European element m the army, but it was gradually accepted as 
a settled fact.* 

As the size of the European wing of the army increased, its 
pay and conditions of service were steadily impioved in order that 
the right soit of men might be persuaded to join. Thus there 
arose considerable disparities between the pay and prospects of 
Buiopoan and Indian troops. In 1830 the European cavalry in 
Bengal cost JCLOO per head, while the Indian cavalry cost only 
£Q4.; m the ease of the arhlleiy, the cost was £61 and £628 res- 
pectively; and a smailar di/l'erence existod in the matter of tho 
infantry also. When Sir Ghailes Napier was Commandor-iu- 
Chief, he considered the bairaek accommodation very defective, 
and at his inatance, broad and lofty buildings were consirv id 
all over the Punjab. The barracks in Oalcntla and Allahabad , cro 
also substantially improved. The Indian soldiors, however, hud 
no barracks; they hutted themselves.’ 

The mihlaiy charges of the year 1866-7 were distributed as 
follows 

£ 

Army in India ... ... 11,600,000 

Home charges .. ... 1,990,000 

Military works (average) ... 660,000 

Estimated contnbution to military 
pensions fund (about) 100,000 

Political charges (about) .. 100,000 


14,260,000 


/ n 1 England were incurred on account of 

(1) _ furlough and pension allowances, (2) payments to Her 
Majesty B Government on account of the Queen’s troops serving 
m India (3) retiring pay. pensions, etc. of Her Majesty’s 
troops, (4) passage of troops, (6) passage outfit of officers on the 


« S.f p 5!' aW*®’ Ompmy. pp. 362-60. 

* See SeUot Committee Beport (1873), pp l-a 
BepoTi of me Boyd Cornmnon on Beipmditure, yol. IV, p. 78, 



Tiro (IROWrU OK PAl'ENroTllKE 5J 

stall', (6) chaiyea ol llio leauituif' riopot at Wailey, (7) the 
('xpenseb ol llio Militaiy College at Addibcombe and (8) ^loiibions 
undei the legulationb ol Ijoid C'hve’a l‘’irod. 

The East lodia Company maintained its own navy. 11 was 
cieated under the cliaiteib of Chai-les 11 and James II and was 
at first meant for defending its own poesessLons against intcilopers. 
This was necessaiy, because in those days the Koyal Navy was 
unable to raamtam a considerable force in eastern waters. The 
Company’s force developed into the Bombay Fleet, and for long 
its expenses were met from the revemies of the Bombay Piesi- 
dency. Subsequently a royal loice was estabbshed m Bengal, <ind 
llie two foices were later amalgamated to foim the Indian Navy. 
The function ol the Navy changed fiom tune to tune. Oiiginally 
intended to waid off inteilopers, it was later used to suppress 
piracy m the Aiabian Sea and m the Indian Ocean. Subsequently 
it co-operated with the Royal Navy m all the eastern expeditions 
of Biitain In 1867 the Indian Navy consisted of 24 steam 
vessels, 18 sailing ships, 19 iiver steamers and throe surveying 
vessels. The total marine charges in the same yeai came to 
£2,370,080, of winch £553,267 was spent in Bombay.^ Part ol 
this expenditure was duo to the Mutiny; llio avoi’age cxpoiises ol 
tlie Navy before the Mutiny may be put al £790, DUO.-* 

‘she Company’s military and naval ostablislmieiits served not 
only' the needs of India, but also the general nitorosLs of tlu' 
British limpire in the East. Thus the two wars with Clima 
(1839 and 1856) and the cxpoditions to Persia, Borneo and New 
Zealand woie undertaken with the help of one or both of them, 
and the expensoa were laigoly borne lioiu Indian revonnes. 

§3. Gml 

Tho civil exjieiiditure of India increased almost as rapidly as the 
mihtary; it rose Jiom £400,000 in 1765 to £23,000,000 in 1867. 
This increase was due mainly to the growth of territorial charges 
and to the increase ot administrative machinery as has been 
'explained in the first chapter; but various other factois also 
contributed to it. 

An important cause of the growth of cml clisjges was the 
employment of numerous liighly-paid officers. At fii'st the higher- 
officers were few and their salaries small. In 1744 a writer 
received only £5 per annum, factors £16, Junior merchants 

’ Boyal Commsmn on Indian Sapenditurf, pp. 

* ibid , p. 78. Seveial wiifeis ol lie fame looogmzed the wastefolness of the 
OoTetninenb ia this line 1. T. Pritphwd, Indian Admuistration (18Bf(li vd. IX, 
pp. roi)-2, deaenhed the XTavy as ‘ an eetahhehmont than which probably none nibie 
Utteily nasless was to be found within the limits ot tie BiHish Stnipiie its, 
lependencies ‘ Costly military and naval estabUshmenls were Aevoiiiinif thp ^ 
resources of the Bmpiro 7!he supeeflaous part of the one wtfi an aotodreon^e 
of dsaigar to the State j the advantage derived from the other was odrflJly 
piopcntion to its cost.' 
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iG30 and senior merchants ±'40. ‘ But in those days the Com- 
pany’s servants were aliowod to engage in piivatic trade and to 
receive presents, and many of them retired witli largo fortunes. 
These practices were subsequently discouraged and they were 
expressly prohibited by the Eegulatmg Act of 1770; to make up for 
the loss of income, the officers of the Company wore allowed a 
commission out of the revenue collected. 

The Eegulating Act raised the salaries of the superior officers 
of the Indian Government. The Governor-General’s salaiy was 
to be ±25,000 per annum, and each member of the Council was 
to receive ±10,000. Later, the salaiy of the Governor of Madras 
was fixed at ±10,000. The salaries of Collectors and judges and 
other civil servants still remained low, and according to all 
accounts there was in those days a great deal of corruption among 
the officers of the Government, both high and low, Indian and 
European. 

Cornwallis was appalled by the coiTuptiou that was rife 
among his officers; he found that almost every Collector had been 
‘ deeply engaged in commerce ’ in the name of some relative or 
Mend, and that this often made the Collectors ‘ llio moat 
dangerous enemies of the Company’s interests and the greatest 
oppressors of the manufacturers’.* He felt that higher salaries 
were necessary to induce able men to serve in a country where 
health was precarious and the temptations for corruption abundant. 
On his recommendation, therefore, the salaries of the civil servants 
were raised, and it was laid down by an Act of Parliament in 1793 
that an officer would be eligible for a salary of ±500 per annum, 
after three yeai's’ residence, ±1,5{X) after six years, ±3,000 after 
nine years, and ±4,000 after twelve years. In addition to this, 
every Collector received a commission of one per cent, of the 
revenue collected in the district.* 

Nor was this the only way in which Cornwallis increased 
expenditure. He not only raised salaries but increased the num- 
ber of offices by separating the judiciary from the executive and by 
replacing low-paid Indian officers by highly-paid European officers. 
Eor performing higher judicial work in the districts, Cornwallis 
appointed a separate officer as judge. Thus there came to be two 
highly-paid officers in every district in place of the one low-paid 
officer of the past. Till that time, criminal justice was adminis- 
tei'ed by Indian judges in the Indian way; the system was indeed 
tardy and sometimea unjust, but it was not expensive, whether 
to the Government or to the clients, Cornwallis dismissed all 

‘ If. S. 0. O'MCalley, The Indian Civil Service (1081), p. 9. 

* 0, Eosb, Gorreepondenae of Marguia Comwallia (1889), vol, 1, p. 288, 

* A Collector ia a fairiy large oUstrioi got from Ks. 1,200 to Bs. 1,600 as 
aalaty and about Ea. 2,000 aa commiaaion. The highest commiaaion that any 
Collector could get was fixed at Ee. 27,600, per annum, liberty ot private trade 
•was allowed only to Gommetoial Eeeidents and Agents. See O'l^alley, op, cit., 
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the Indian judges and transferred criminal jurisdiction to the newly- 
appointed civilian judges. ‘ The zilla judges (as they then came 
to be called) thus became the senior officers in the districts, and 
a new system of judicial procedure was adopted. In order to 
induce them to be upright, a high salary ranging from Rs. 2,300 
to Rs. 3,000 per mensem was given to the judges. Thus the 
administration of justice became expensive, and the cost of litigation 
increased enormously.® 

The policy of displacing Indians was persisted in by the 
successors of Lord Cornwallis, especially Lord Wellesley. But 
Lord William Bentinck initiated a more liberal policy towards 
Indians, actuated as much by motives of economy as of equity, 
and thus effected a retrenchment which wa.s sorely needed. The 
Charter Act of 1833 laid down that no native of India should, 
by reason of his religion, place of birth, descent or colour, be 
disabled from holding any jilace, office, or employment under the 
Company. But this had no immediate effect in regard to the 
higher offices. More munsiffs and sadr-amins were appointed, 
and the new post of deputy collector was created in 1837. As 
the salaries attached to these offices were comparatively low, there 
was some lightening of the financial burden. 

The exclusion of Indians from the higher grades of the service 
was hardly justified; for there was every indication that the 
few Indians employed as judges discharged their duties satisfac- 
torily. Sir Edward Ryan, Sir Erskine Perry, Sir Charles Treve- 
lyan and others, who held responsible positions in India, have 
given glowing reports of the integrity and capacity of the Indian 
judicial officers. Their claims for higher posts were repeatedly 
pressed before Parliamentary committees, but nothing came out 
of it at the time.® 

Not only did the Company’s Government pay rather high 
salaries while their officers served in India, but also paid them 
munificent gratuities and pensions on retirement. Thus each of the 
Governors-General received an annuity of about £5,000, and 
Warren Hastings was given in addition his litigation expenses, 
which came to more than £71,000.^ 


' Sir Oharles Trevelyan says that Lord CornwaUiB ‘ pieoeeded on a principle 
of miatruBt and reduced the employment of natives to the lowest footing '—Selfot 
Oommittee Seport (1873), p. 61. Sir John Kaye Ruggesta that it was rather 
' mistrust of the Bnropeona which deterred Cornwallis and his advisers from 
mixing up the two agencies in the general administration of the country ' — iffiBtori/ 
of the Administratiem of the East India Company (1863), p, 420. 

* There still remained low-paid munsiifB and amins, hut the highest salary 
reemved by an Indian officer in 18S7 was Es. 260 per mensem. 

* Eor the views of Sir Edward Eyan and Sir Ersltine Pffliy, see First Report 
on Bast India Affairs (House of Ijords), 1868. Fra the views of Sir Charles 
Trevelyan, see the Select CommiiUe Report (1878), p. 67. Speaking of the 
Indian officers at Hadras, he said i ' They show a solidity of chaiaoter and 
a thoughtfulness which I have never seen tetceedad in auy people, European or 
Indian/ 

* P, K. Banerjea, op. cit., pp, 8S2-3. 
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§4. The Growth of the Public I)ebf 

Another important cause of the rise of public expenditure in 
India was the growth of the interest charges on the public debt. 
In modern times, a good portion of the public debt of India has 
been raised for produelive purposes and the interest on it is paid 
from the income accruing from the undertakings. But the public 
debt of India before 1858 was raised mostly for unproductive pur- 
poses like war. Thus, as we shall see, every increase in the public 
debt was synchronous with some important war waged by the 
British flovemment in India. The genesis of the public debt is 
connected with the Brench wans in the south, but even after the 
many wars waged by Warren Hastings, the debt was only ■&% 
millions in 1779-80. Soon afterwards, wars broke ont with Mysore, 
and the debt increased to nearly ^98 millions by 1798. By 1799, 
after tin- third Mysore War, it had mounted up to £12'8 millions. 
Then came the wars of Wellesley with the Marathas wad others, 
and by 1809 the debt amounted to JG30-8 millions. Bor the next 
five years it remained stationary, as there was no warfare during 
that period, but with the outbreak of war with Nepal and the 
Marathas, a large increase took place, and it stood at a little below 
^40 millions in 1819-20. Then followed a few prosperous years 
with the result that by 1823-4 the public debt was reduced by 
£5-2 millions. With the outbreak of the Burmese War, borrowing 
increased, and by 1828-9 the debt rose to £47 ’2 millions, of which 
£7-8 millions was floating debt. Subsequently there was some 
improvement in revenues, and according to the terms arrived at 
when the Company retired from trade, a sum of £9'9 millions was 
paid out of the commercial assets of the Company to reduce the 
public debt. In this way, the debt came down to £34 millions. 
Hoon Ihcro arose the wars with Afghanistan and the Sikhs, and the 
debt increased by leaps and bounds; by 1842-3 it rose to £40"4 
millions and by 1848-9 it became £51 millions. On the eve of 
the Mutiny the total debt of India amounted to £59,441,052. 
Thus the debt increased thirty-fold in three-quarters of a 
century. 

The great bnlk of the public debt at the time was raised in 
India, and only a small portion in England. Out of the total 
debt of £59'4 millions in 1856-7, only £3‘9 millions had been 
raised in England, the rest having been raised in India. At 
first the creditors even in India were almost entirely Britons, but 
by 1857 a third of the Indian public debt was held by natives 
of the cemntry. The interest on the debt raised in Bingla,-nd was 
high during the Napoleonic Wars; it was 6 to 6 per cent, in 1804 
and 1806, bnt subsequently it fell to 2J per cent. , where it remained 
till the Mutiny, In India the interest rates ranged at first from 
6 to 12 per cent.; the usnal rate was 8 per cent,* but later it catoe 
down to 4 and 5 per cent. 
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In this connexion f>oino explanation is necessarj a^. to the 
nature of the Company’s debt. Loans were raised partly for 
commercial purposes and partly for wars. These two categories 
of debt were not kept separate. The Company regarded its 
Indian possessions as an estate yielding an income. Year after 
year the territorial revenues were used for the purchase of goods 
in India for export to England — ^transactions which were called 
‘ Investments ‘ in the Company’s terminology — and the profits 
therefrom went to swell the dividend payable to its shareholders.* 
WaiTeii Hastings and Wellesley complained about this system and 
showed that the demands for investments exceeded the resources 
of the country. Owing to large deficits in certain, years it was 
not possible to make provision for investments. When the 
Company’s trade monopoly in India was abolished by the Charter 
Act of Iftifi, the commercial and territorial accounts of the 
Company were separated, and they were shown in the accounts 
under two separate heads. Even after that, certain items of 
expenditure which were definitely commercial were charged to the 
territorial account. 

In 1834 the commercial activities of the Company ceased 
altogether, and all its assets and liabilities were transferred to the 
Q-overnment of India acting on behalf of the Crown. The Com- 
pany was given credit for its paid-up capital of ;g6 millions, and 
the Government were to pay a 10| per cent, dividend for the 
amount annually, i.e. ifi630,000. This was to cease in 1874 when 
the Government of India were expected to redeem the stock by 
paying ifil2 millions. A redemption fund was also started. 

The arrangement was highly advantageous to the Company 
and to Great Britain; for a good portion of the debts and liabili- 
ties thus transferred could have been legitimately charged to the 
Company’s commercial assets or to the British exchequer.® India 
gained least from the transaction. After deducting £2 millions 
for the redemption fund and paying liberal compensation to the 
commeircial officers of the Company, there remained only just 
over millions out of the assets of the Company, and this amount 
was employed for reducing the public debt. 'The total payment 
of dividends on the Company’s stock amounted to d625’2 millions 
by 1874, and this, along with the amount of £12 millions needed 
for i-edemption of the stock, entailed a total cost of £37'2 millions. 
This burden had to be home by the Indian taxpayer. 


^ "P. N. Bausrjea, op cit., pp. 24-6. The total amount o£ such investments 
daring the 16 years, 1766-80, -was 43.2*8 millions. 

• See in this connexion a letter by Charles Grant dated 12 Pebniary 1838. 
which raised the question ‘ whether the whole of the Company’s conimeroiBl pro- 
p«ly he not legally responsible for those debts and engagements which have been 
contracted in tie Company’s name for political and territorial purposes, and 
whether it will not continne so responsible even though the Oumpany should be 
wholly deprived of their political powers and fnncticfns ’—Charter Papers {1889). 
p. 41. 
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Several of the wars and embroilments winch swelled the public 
debt of India were undertaken, not in the inteiests of India, but 
either in the imperial interests of Britain or in the commercial 
interests of the Company. Thus the Afghan War and the two 
Burmese Wars entailed an expenditure of £29 millions, and the 
expeditions to China, Persia and Nepal cost about £6 millions. 
Ceylon, Singapore, Hongkong and Aden were acquired by the 
expenditure of Indian revenues. The Company’s commercial ex- 
peditions to different parts of Africa, China and the Straits 
Settlements were also undertaken with the territorial revenues of 
Lidia, and the samo resources were utilized for keeping trading 
establishments in those parts. Such diversion of funds for military 
and commercial commitments with which India had no connexion 
was one of the potent causes of the frequent budget difficulties, 
and consequently of the piling up of debts described above. 
Many of the items of expenditure just mentioned ought to have 
been charged to the revenues of Great Britain or to the commercial 
assets of the Company. 

It must be said in fairness to the Company that its Directors 
repeatedly protested against the diversion of Indian revenues for 
extra-Inffian purposes unconnected with Indian interests. Thus 
in 1842, having regard to the fact that the Afghan War was 
resolved upon by the British Cabinet, the Court of Directors firmly 
resolved tW ‘ the whole expense of the (Afghan) war ought not 
to be thrown on the people of India, but that a part of it should 
be borne by the exchequer of the United Kingdom This reso- 
lution was communicated to the British Government by the 
Chairman of the Company, but it received little attention.’ John 
Bright, in the House of Commons, and Sir George Wingate, in a 
pamphlet written in 1859, inveighed against the injustice involved 
in such transactions.® 


§5. Home Charges 

Another cause of increased expenditure was the large disburse- 
ments made in England from time to time on account of expenses 
incurred there. Beference has already been made to the annual 
‘ investments ’ of funds for financing the export trade of the 
Company, but this came to an end in 1814. The charges which 
we shall now consider wem incurred on account of what are called 
the ‘Home Charges’, 

In the early days, such chai'ges were meagre, but, as the 
administrative machinery in India expanded and as more and 
more English soldiers were recruited for the Indian army, the 
exjwnditure in England increased rapidly. Krom 1814-5 to 

* Siflh Report of ike Select Committee of the Home of Commom (1868), app., 

(imedi 1 August 18® j Major Wingate, Out Pinanoial Relatione 
toitk InJitt aSWb pp, W-aO, 
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1828-9 the annual average of the Home Chargea amounted only 
to uhout -Gl-7 millions When the charter was renewed in 1833, 
an eJIoit was made to reduce these charges, but instead of falling 
they increased to j£2 millions. By 1847-8 llicy had risen to 
£3 millions, and after a slight reduction for a time the amount 
rose to £(i‘7 millions in 1856-7. In 1867-8, the year of the Mutiny, 
the amount doubled itself. 

The principal item of the Home Charges was called ‘ Charges- 
Gencral ’ and comprised the expenses of the Board of Control; the 
salaries of the Court of Diroclois and the cost of establishments 
at the East India House; the mainteimnco of Haileybuvy College 
and the militaiy school at Addiscombe; charges for the recruit- 
ment, passage and outfit of British soldiers and British civil, 
military and ccclesiustical officers; pensions; and gratuities, law 
charges aud postal paymeiits to the British Government. 

No doubt a pai t ol the Home Charges was payment for services 
rendered, and such items as interest on debt and pm'chase of stores 
were reusouable. But the whole of the expenditure on several 
military items need not have been charged to the revenues of 
India. Hence the criticiism of Wingate and others that the Home 
Charges were a tribute from India to England. It is not necessary 
to discuss the point in this connexion, but one observation may, 
however, be made. , Every item of the Home Charges may be 
justified as legitimate remuneration, and the whole charge may 
be justified as the price of peace and order in the country; but it 
will have to be conceded that such annual remittances had also un- 
desirable consequences. The burden was inevitable, and the peace 
and security that British rule brought to the country largely made 
up for it. 


§6. The State of Chronic Deficit 

The result of enhanced expenditure was the frequent occurrence 
of deficits. What with the wars waged against powers within and 
without the country, and the increase of administrative expendi- 
ture and Home Charges, the revenues of India were put to a 
severe strain from time to time. Till about 1800, the annual 
revenues were found* fairly sufficient lo meet the expenditure, but 
about that time an ambitious military policy was launched by the 
Indian Government, and this resulted in frequent deficits in the 
bndget. In nine out of the ten years between 1798-9 and 1807-8, 
the budget was not balanced, and between 1803-4 and 1806-7 (both 
yeai's inclusive) the deficit amounted to £17 millions on an average. 
Sir George Barlow and Lord Minto were lovers of peace and 
economy, and as a result of their measures of retrenchment, the 
next five years showed a surplus. The war with Nepal and those 
with the Pindaris and the Marathas brought about deficits apin. 
But after 1819 another period of improvement dawned, thaoKs to 



58 


FEDERAL FINANOB IN INDIA 


the good offices of Lord Amherst.’ But the Burmese War made 
matters worse, and there followed a long succession of deficits 
which totalled ^15-2 millions m seven years. The strain was 
greatest in 1827-8. This deficiency was met chiefly by loans raised 
in India and by advances from the commercial to territorial 
accounts in England. A total of £22-8 millions had to bo raised 
in this way. 

It was at tins juncture that Lord William Bentinck came out 
to rule India. He cfEec ted a drastic retrenchment of expenditure, 
overhauled the whole Governmental machinery and repressed the 
tendencies to extravagance in the subordinate Governments. In 
tins work he received strong supixirt from the Court of Directors. 
The increasing oniployment of Indians in the services was a part 
of this policy. 

The next inifiortant period of financial strain was between 
1838-9 and 1848-9, during which there was a deficit every year. 
This was due chiefly to the war with Afghanistan and the cam- 
paigns in Sind, Gwalior and the Punjab. The total deficit for 
the ten years from 1839-40 amounted to £60 millions. The Govern- 
ment had to bonw for meeting tliis deficiency. This was 
followed, by a few moderately prosperous years. There were 
deficits again in 1853-4 and 1854-5. But they were chiefly due to 
expenditure on public works of a remunerative character. The 
deficits swelled again during the Mutiny.® 

Thus the stale of Indian finances was one of chronic deficit. 
If we take into consideration the period of 44 years from 1813-4 
to 1856-7, there were surpluses in 13 years and deficits in 31. The 
surpluses amounted only to £8*8 millions, while the deficits came 
to £62'9 millions. Hence the remark of J ames Wilson that ‘ the 
normal state of the Indian finances was one of deficiency of 
income and addition to debt As we shall seo in the next 
chapter, the financial methods adopted in India were defective in 
many respects, and this was also partly responsible for the 
perpetual strain on the Indian finances. 

* According to Sir Cbarles Trevelyan : ‘ During the later years of Ijord 
Amherst's administration, there ^cas a perfect plethora of maney; they did not 
know what to do with it; and they aclnally sent a circular round to alt the civil 
servante asking the amount of their debts, with a view to pay them off and to 
relieve them from debt,'— Select Ommitter Beperf (1878), p. 31. 

* See App. A. 

* FiitOiiautl Slotetnenl, 1860, See also T. T. Pritchard, Indian Adminiittation 
fl869), vol. IT, p, 100. ’ India was in the condition of a coimtty gentleman who 
had for rears neglected to look after his affairs; or if he had looked after them, 
he had done so in such a slipshod and unpractical ttisnner that be had failed to 
rtaliae the eafeot to which he was involved. Bo long as be had a balance at his 
banker's available for current expenses, he cared not to inquire how his account 
was kept at credit. I^ether the money was Tsalieed by loans or mortgage of his 
property, ha never paused to inquire,’ 



CHAPTEE V 


TITE CBNTEAL GOVERNMENT AND THE PROVINCES, 

3833-58 

§]. Financial Control of ihe Supreme Government 

As shown in Ghaplor T, the financial control of the Governor- 
General in Council over Iho whole of British India became 
legally complete in 1833. The revenues of India were thencefortli 
dealt with as a whole. They were paid into the treasuries all 
over the country to the credit of the Governor-General in Council. 
Indeed the collection was made as before by oDBceis of the pro- 
vincial Governments, but those Governments did it only as agents 
of the supreme Government. Except for some small local cesses 
levied in certain provinces for roads, schools and other local needs, 
provincial Governments became entirely dependent on the sums 
annually allotted for their expenditure by the supreme Govern- 
ment. They were expressly prevented by the Act from creating 
any new office and from increasing their establishments without 
the sanction of the Governor-General in Council.^ As J. B, 
Norton bluntly puts it : ‘ Even the increase of a rupee a 
month to two sweepers needed the sanction of the central 
Government.’* 

For carrying on such a minute control over the whole of the 
Indian Empire, the supreme Government had not the means; 
nca* was such control possible in the circumstances of the country 
at the time. The Governor-General in Council was not consti- 
tuted as a proper central Government. The supreme Government 
originated from the Presidency of Bengal, and even after its 
designation was changed to ‘the Governor-General of India in 
Council ’ , it continued to administer Bengal until a I aentenant- 
Governor was appointed for the province in 185d. The Council 
of the Governor-General was drawn from the Bengal service, and 
this practice continued even after 1854, Thus it was that in those 
days the exercise of authority by the Governor-General appeared 
to the Governments of Madras and Bombay almost as if one presi- 
dency was trying to impose its will upon the others.® Thiiigs 
might have been different if the Secretariat of the Governor- 
General in Council had been recruited, as now, from the different 
provinces. This appears to have been the intention of Parliament 
in 1833 but, as Trevelyan points out, it was not possible to break 

' Ohaiier Act (1898), 6. S9. 

* Tofioa for tndiaii SfaUmeit (1858). p. 181. 

* Prootedhgo of ihe Msdrat LegisJafioe Counofli 17 S^lbrysiiy 1871, 
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the e&tabliahed traidition siuue the existing vested interests were 
too strong.^ Therefore, there was no member on the Council 
possessing local knowledge of the other presidencies. This defect 
was pointed out by many witnesses before the Joint Committee of 
the House of Lords in 3852, and the appointment of representatives 
from Madras and Bombay was the result. 

The circumstances of the country also made it difficult to con- 
trol the other provinces from Calcutta. India was then a con- 
geries of heterogeneous territories with only the common British 
allegiance to bind them together. The conditions of Madras and 
Bombay differed materially from those of the G-angetic plain, and 
they had little in common with Central India and the Punjab. 
The economic conditions were different and so were the revenue 
systems and social usages. Transport facilities were very limited, 
and it took seveial weeks for a letter from Calcutta to reach Madras 
or Bombay. In such circumstances, effective supervision was out 
of the question. As Sir George Campbell puts it : 

Bombay and Madras are, as it were, the most distant horses 
of the coach which the Governor-General as coachman has under 
his command, heavily bitted, but which he has not a long-enough 
whip properly to reach; so that while they are prevented from 
going forward, they have every opportunity of jibbing and going 
backward.® 

The result was ‘a petty, vexatious, meddling interference’, of 
the type against which the Court of Directors warned the supreme 
Government. Several persons who held responsible posts in India 
gave evidence before the Parliamentary Committee of 3862 on this 
matter. According to their accounts, the system led neither to 
economy nor to efficiency. A Madras official said : ‘ If the object 
was economy, perhaps it may not be irrelevant to make the 
remark, that as far as evei' I had the means of judging, there 
was better economy practised in Madras than in Bengal.’ ® As 
for efficiency, the same official said : ‘ I have a strong impression 
that the rule which has taken away from the Madras Government 
the power of spending money without the sanction of Bengal is 
operating injuriously to public service.’ Por the slightest change 
in expenditure, detailed explanations had to be given and numerous 
objections had to be answered and work was often held up for 
a long period of time, owing to delay in arriving at decisions.* 
The length of Indian dispatches became proverbial. John Bright 
told Parliament in 1858 that a certain dispatch from India in 
1S4S extended to 46,000 pages. 


Siemtet CemmilUe of the Mouse of Lords (1862), qq, 3828, 2860, 
Seket CmmUee Bepoft, qq. 888-2 *na q. 784. ^ 

» Jwfw As It May St ft®®, p. 64. 


1 Commute Bnporl {1€52)e 
* ibid,, <[q. 2®8-4, 3849. 
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§'2. 7'revely all's Estimate 

Such was tlie outcome ol the Act ol J833. Jiut it was not 
intended to be so, according to all accounts, and no one was more 
struck with this unexpected development than Sir Charlph Treve- 
lyan, who returned to India m 1859 as Governor of Madras, alter 
many yeais’ absence in England. ‘ In one of the valuable minutes 
which he wrote dm’ing his short but memorable legime as 
Governor, he said : 

When I was in the secretariat at Calcutta I assisted Lord 
William Beiitinck in taking the fii’st timid, tentative steps towards 
the establishment oi the control of the supreme Govorunieiit allei 
the Charter Act of 1833 had been passed, 1 also assisted lu 
remoulding the constitution of the Indian tioveriinients in 1853; 
it was not intended that the supreme Government should occupy 
the place which had previously been held by the local Governments; 
it is physically impossible that the real government of the whole 
of India can be carried on by one set of men from one place, and 
the result of the attempt has been to paralyse the local Governments 
without providing any efleotuol substitute for them. The south of 
India differs from the north, as much as Franca does from Germany 
or England, and if it had been intended that the detailed administra- 
tion of the south of India should bo conducted at Calcutta, provision 
would have been made for assisting the Governor-General in his 
secretariat and Executive Council with officers trained in the peculiar 
system of the south; the terms in common use, of ‘ subordinate ’ 
and ‘ minor ’ presidencies, show how deeply the mistaken notion 
arising from tiie civilian councillors, and the Beoreianes of the 
Governor-General, being taken exclusively from the Bengal Presi- 
dency has taken root; according to the constitution of British India, 
there is one supreme general Government without any local charge, 
and several co-ordinate local Governments; but the practice has been 
very different. The Governor in Council of this presidency is the 
only representative of the authority of Government known to 22 
millions of Her Majesty’s subjects; and functionaries in this position 
have an instinctive feeling that H is bettor that they should do 
nothing than do that which would bring their authority into contempt. 
As the local Government cannot be superseded, it ought to ho main- 
tained in all authority and honour. Again, infinite waste of 
invaluable time and strength has been caused by the following 
assumptions, upon which toe supreme Government has habitually 
acted of late years. Firstly, that no arrangement should be made 
in reference to any part of India, which is not applicable to all 
the rest, and secondly, that prima facie grounds exist, that whatever 
is applicable to northern India is equally applicable to the Madras 
and Bombay Presidencies. Progress is imposaible if, besides proving 

* Sir Charles Edward Trevelyan, (of the Company's (Jivil Service) w*s educated 
St Haileybiiry College and came out to India in 1S26; beeame Under-Secrehtry 
to (he Gcfvernment of India in 1881; retired and was Assistant Secretary to the 
Ifkeasuty ih England {lS4(i-69}; and did good service in the Irish famine. 
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that a measure is required for the Tamil, Telugu, Malayalam and 
Oanorese people, or any of them, wo have also to show that it is not 
unsuited to the Bengalees, and the oountless millions inhabiting the 
groat plains which extend from Bengal to Hindustan. The conse- 
quence of the other proposition is even more injurious to the iiublie 
interest. * 


§3. Unequal Treatment of the Provinces 


In a centralized system of finance, it is difficult to distribute 
funds equitably between the different provinces. Such a complaint 
was inevitable m those days owing to the intimate connexion 
between the Government of India and the Government of Bengal, 
but there seem to have been good reasons for complaint. Tlie 
needs of Bombay and Madras were not properly known at 
Calcutta, but the needs of Bengal and of the North-Western 
Provinces were well known to the imperial secretarial. Por a 
long time Bengal civilians carried on the administration of all 
the territory on the Upper Gangetie plain, and when the Punjab 
was conquered, it was at first administered under the immediate 
cai'e of the Governor-General.® The Government of India naturally 
took a paternal interest in developing those new territories, and 
regarded with some impatience the requests of the two older presi- 
dencies for financial help. Hence the inequalities of treatment, 
of which complaints were repeatedly made in newspapers and 
official communications, and in the evidence before the Select 
Committees of Parliament, 

That there were inequalities in the distribution of funds is 
pretty certain, but it is difficult to prove this statistically, chiefly 
because of the faulty system of keeping accounts. Till 1868, the 
revenue and expenditure of the Government of India included also 
the revenue and expenditure of Bengal, and this makes it difficult 
to compare its income and expenditure with those of the presi- 
dencies. Another cause of complication is the fact that the 
expenditure on the armies of Bombay and Madi-as was debited to 
the accounts of the respective governments, whilst the expenditure 
of the Bengal anny was debited to the account of the Goveimment 
of India; and, as for the other pmvinces, they had little expendi- , 
turo on that account. Nevertheless, the following table, showing ^ 
the revenue and expenditure of the major provinces, will be ol‘, 
some use, , ' 
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Although no exact atatistical comparison is possible as to the 
financial position of the different provinces, comparison of a 
general kind may be made. Wc will take Madras and the Noi'th- 
Western Provinces. These two provinces spent, in 1837-8, 
,■£6,485,755 and £2,820,089 lespectively, but in order to make the 
figures comparable it is necessary to deduct the amounts spent for 
the army, which should not have been charged to any particular 
province, Madras spout £3,654,2.51 for its army, but the No)th- 
Westem Provinces spent nothing on that account, being served by 
the ‘Bengal army’. Thus the real expenditure on the two pro- 
vinces was ; Madras £2,831,604 and the North-Western Provinces 
£2,320,089. That is to say, assuming that the populations of 
Madras and of the North-Western Provinces were nearly equal, 
tho expenditure per head in the two provinces did not vary mucli. 
The way in whicli a vicious system of accounts veiled the true 
financial position of the various provinces is illustrated by the 
fact that while the expenditure on many imperial undertakings 
or on the garrisoning of newly ceded tenitories was debited to 
the ai-count of Mafes, the revenue accruing from them was 
credited to the account of Bengal. Thus, the money spent on 
the China and Burma expeditions came tor the most part from 
Madras revenues, but the money received as a result of the expedi- 
tion was not credited to the account of Madras. It was mainly 
the Madras aimy tliat garrisoned Nagpur, the Southern Maratha 
country, the Tenasserim coast, Penang and Singapore; but the 
revenues of all of them were credited to the Bengal account.^ 

A comparison of the various items of civil expenditure will 
show how the different provinces fared under centralized adminis- 
tration. The charges on civil and political establishments in 
1857-8 came to £447,847 in Madras and £1,120,795 in the North- 
Western Provinces; and this is no w'onder when we consider the 
uneipial size of the districts and the unequal strength of the esta- 
blishments in the two provinces. Medical expenditure also tells 
the same tale. Whilst the North-Western Provinces spent 
£39,902 for medical establishments in 1867, Madras spent only 
£18311.® 

It was jierhapa in the matter of public works that the 
southern presidency was raewt neglected. It is true that in 1857 
the expenditure on tliis account was nearly equal in Madras and 
the North-Western Provinces, Imt that does not indicate the extent 
of the past enterimse in the one province and the comparative 
neglect in the other. According to an elaborate statement given 
by a writer in the CfArutta Review for 1851, wo find that while 
Bengal and the North-Western Provinces spent 1^ per cent, and 

per cent, respectively, of their funds on public works, Madras 
spent only J per cent, of its funds, in the years 1837 to 1846. 


' Feo Gatenita Bevieto (1861), p. 47$. 
* P. N. Baaerie*, op. eit., pp. 388-90. 
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TIius the outlay oti public works in Madras was, according to his 
estimate, only a fifth of that of the North-Western Provinces.^ 
No doubt this is an exaggerated view : the computation, is vitiated 
by various errors. Tho true state of things can be seen from a 
statistical note published by "Lient.-Colonel W. H. Sykes, f.r.s., 
in the Journal of the Royal Statistical Society for 1861.^ It is 
clear that in the matter of roads and bridges, the Madi'as Presi- 
dency was comparatively neglected at the time. Indeed it may 
bo admitted that roads and railways had not in the southern 
presidency the same military significance that they had in northern 
India; none the less, they were equally essential to the functioning 
of economic life in Madras. No wonder that Madras was in a 
backward condition for a long time and was nicknamed the 
‘ benighted ’ presidency. Contemixirary travellers noted a great 
difference between the metalled roods of northern India and the 
dirty, swampy, meandering tracks, few and far between, found in 
the Madras Presidency. It was recorded that the tracks of Madras 
were not distinguishable from the paddy fields tlirough which they 
passed, and were altogether useless in the rainy season.® 

Nor was finance the only sphere in which centralization intro- 
duced inequities; equally baneful were the results in legislation. 
The predominance of Bengal was, in legislation also, a source of 
unfairness to the other provinces. The codes drawn up in the 
Legislative Council at Calcutta were suited mainly to Bengal, 
perhaps to the greater part of northern India, but what about 
distant Madras and Bombay? Without realizing the wide divei*- 
sities of the sub-continent, the Council went on making laws 
which they knew would suit Bengal. Proposals for legislative 
' projects ’ were sometimes sent up from the other provinces, but 
they were often so much modified that their original purpose was 
nearly defeated. In short, everything was to be brought to the 
standard and pattern of Bengal. 

In such an environment, is it any wonder that inter-provincial 
jealousies arose and worked havoc? Such jealousies were given 
full vent in the columns of the provincial newspapers and in con- 
temporary Anglo-Indian writings. The authorities at Calcutta 
were so much obsessed with the Bengal ideas that the adoption 
of any suggestion from Bombay or Madras was distasteful to 
them. At any rate such was the suspicion in the minds of the 
officers of the subordinate presidencies and this caused soma ill- 
feeling at the time. Not only the Civil Service but the Army was 
invaded by these jealousies. When, during the Mutiny, the 8th 
Madras Cavahy refused to proceed and were disarmed, a liigh 
miUtaiy official at Calcutta is reported to have said : ’ Thank God 1 
There is a Madras regiment gone at last.' When tho Madras 

* <ip. dt., pp, 446-83. Itiigation espenditnte, being debited ta land rerenne, 

is not inclnded in this tnilentnUdn. ' 

* Journnl of Royal Stoldtlieal Sooioiy, Msxeh, 1.851, pp, 45 h?. * 

* Caltnata Bernw (1851), i«s. dt. 
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Splendid Eifle Corps were embarking, a Bengal officer, coming out 
in consequence of the rebellion, was heard to express a wish that 
the mutineers might give them a good thrashing/ It is surprising 
to find that provincial feeling was so extraordinarily bitter even at 
a time when the very existence of the British Empire in India 
was at stake. 


§4. Proposals for Reform 

The Parliamentary Select Committee of 1862 made an 
elaborate inquiry into the administration of British territories in 
India. Several experienced officers from India gave evidence 
before it and brought out the evil consequences of centralizing all 
financial power at Calcutta and of keeping the two presidency 
Governments in a position of subordination. Lord Elphinstone 
said that the effect of the Act of 1833 on the subordinate 
presidencies had been ‘upon the whole, very injurious’. He 
added : ‘ I think it has lowered the character of those Govern- 
ments in public estimation, and dammed and depressed the zeal 
of public servants under the presidencies.’® Mr (later Sir John) 
Willoughby described the vexatious delays caused by centraliza- 
tion and the meticulous intei'ference with details which shocked 
the provincial Governments.® Lord Dalhousie was criticized by 
certain witnesses for fettenng the Madras Government, and 
although he denied it, he agreed that such a grievance existed.* 
Among the remedies suggested to the Committee of 1852 was 
a scheme of decentralization which was very much like the one 
carried out by Lord Mayo in 1870. It was put forward by 
M’Phei'Bon M’Leod, of the Madras Civil Service. He said : 

It would be better, with a riew to economy, if a oerlain sum 
was allotted annually to the two presidencies, to be expended on 
public works; they would be more likely to make an eoonomioid 
use of that sum, if they were allowed to dispose of it as they 
thought best, than under the present system of sending evei’y 
separate item to the supreme Government, by whom the details 
oaunot possibly be understood, and who are os likely to sanction a 
useless project us a useful one. The public interest would be better 
promoted by leaving the distribution of any sum which may be 
allotted to be expended on public works in the Madras Presidency 
as in the Bombay Presidency, entirely to the Government of the 
presideney, than by the supreme Government's taking upon itself 
the direction in detail of the maimer in which the sum is to be laid 
out.* The general control eveiy one desired might be attained by 
fixing beforehand, for the expense of the year, a sum beyond which 
the provincial Governments ehould not be allowed to incur expense. 
. , . Tlie extent of Ilia power of the Govemor-Genra^al to interfere 

* J. B, Norton, rit., p, IS®. 

* CoRunittoe of the House of CoRunoss, U June 1863. 

* Hviasfice gtroo on ST Hsy 1863. * J. B. Norton, op. cUi, 

* fispoft of the Oamff*ilUe of the Wouee of Ootnmons (1863), q, 2863. 
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in provincial ex 2 )endituro ahoukl be limited by the amount which 
was proposed to bo incurred.^. . . Too free an action can hardly be 
given to the local Government in all matters of internal administra- 
tion. ... I think they are more capable of exorcising the power 
efSciently and economically in such matters than the supreme 
Government can be.* 

Parliament, however, did not change the constitutional position 
of the provincial Governments, but decided that representatives 
from Bombay and Madras should sit on the supremo Legislative 
Council. 

When the Government of India Act of 1858 was under con- 
sideration, John Bright made a vehement appeal for the decentra- 
lization of government in India. ‘ What you want’, he said, ‘is 
to decentralize your government. What would be thought if the 
whole of Europe were undei one Governor wlio knew only the 
language of the Feejee Islands, and if his subordinates were like 
himself, only more intelligent than the inhabitants of the Peejee 
Islands are supposed to be.’ He therefore suggested the recon- 
stitution of India into five presidencies with headquarters at 
Calcutta, Madras, Bombay, Agra and Lahore, each with an open 
Council composed of Indian representatives.® 

At the same time John Bruce Norton, the brilliant lawyer of 
Madras, put forward a suggestion for a federal system of govern- 
ment, the Government o? India retaining defence, communica- 
tions, trade and other central subjects, and leaving each province 
to manage its own administrative, judicial and financial affairs, 
' as was done by the Australian colonies at the time, 

§5. The Other Side of the Picture 

The suggestions of Bright and Norton mentioned above were 
indeed very clever, and they were much applauded at the time 
by publicists and even by responsible officers of Madras and 
Bombay, But had those suggestions been given effect to, tho 
subsequent history of India would have been very different from 
what it has been. Before 1858, India was but a ‘ geogr-aphical 
expression ’ , and was only held together by the unified rule of the 
British Government. It was a conglomeration of races, languages, 
religions and cultures; there was no one Indian nationality. 
Mogul, Maratha and Sikh cliieftoins were fighting among them- 
selves; and while they fought, the common people were living in 
misery. What the country needed most was a powerful, unified 
rule, keeping every race and group in its place and giving them 
all free scope for economic and intellectual avocations. The 
economic life of the country was of a primitive kind. The pgne 
essentials for economic progress were wanting; there was no anifbna 

* ibid-, q- S807. ^ ibid., q. 9699. 

* Spedeb in the House of Coiuinous, 34 Juno 18J8. 
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system of currency, or of weights and measures; and transport 
facilities were undeveloped. To supply such agencies a powerful 
central authority was necessary : an authority that could impose 
its will upon the conflicting political and social interests of the 
country. Britain organized such a, government with authority all 
over India, and from 1833 onwards, the political unity of India 
became more and more complete. Under Dalhousie rapid strides 
were made in the economic unification of India, but the fiasi parous 
tendencies of the sub-continent were so powerful that a longer 
period of unified rule was essential for weakening them. 

Only a similar system of centralization has enabled the most 
powerful states of to-day to attain economic unity and political 
greatness. This is true of England, Franco and Germany. At 
the time of the Norman conque.st, England was rent asunder 
by rival interests of all kinds and there was little political 
solidarity and no economic unity; but the Normans and Angevins, 
and the Tudors after them, established the authority of their 
government all over the land, broke down clerical and baronial 
privileges, laid down the law firmly and applied it unflinchingly 
throughout the country. The same happened in France under 
Louis XI and his successors, and such was the thoroughness of 
the centralization that, according to Charles Briinn, France gained 
' her sense of natioual solidarity at a time when the rest of 
Europe was still in a state of flux and chaos 

Even as in India, the agency used by the centralized govern- 
ment in England and France to enforce its will was a well- 
disciplined bui'eaucraoy which controlled the local administration. 
The pillar of that bureaucracy was the sherifl in England and the 
prifet in France. Maitland has truly said that the history of 
England could be brought under the rubric of the dechne and 
fall of the sheriff. Under the Normans and Angevins, the sheriff 
uaiTied out in the counties much of the work that the collector 
of early days did in his district in India. Till then the central 
Government had little control over the counties, but after the 
appointment of the sheriff, the shkes became mere administrative 
divisions of a unified state. Like the Indian district officer, the 
sheriff effectively attended to the greater part of the administrative 
work of his county and left little to be done by local self-governing 
institutions. It was thus that administration became centralized 
and England became a unified and co-ordinated state. The role 
of Um sheriff did not indeed last for long. Once national unity 
was faeeotuing a reality, centealized administration became un- 
necessary. Owing to the stout opposition of Parliament to bureau- 
cratic control, the sherifl was deprived of much of liis power; as 
early as the fifteenth century, he was supplanted by the Justice 
of the Peace, who, being a local magnate and receiving no salary 


‘ C. Btana, Ii6 (ISIQ). 
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from the Crown (unlike the sherifl), carried on local administration 
according to the id can and interests of the local landed gentry. 
The administration w’as still efficient, because by the sixteenth 
century the people hud become competent to look after their own 
local affairs and bureaucratic control w'as no longer essential.^ 

In Prance, however, the people remained long unprepared for 
such responsibilities. A succession of powerful kings kept up the 
bureaucracy and used it so well that parochial privileges W'ere 
crushed, and thus there arose a most powerful state with a central- 
ized administration. Even after the Eevolution, this centraliza- 
tion persisted, and the priffrt still functions as the powerful agent 
of the central (lovernmenl in the Mpartement and is still a strong 
medium of unified conlrol. 

§6. Conclusion 

The conclusion that is forced upon us by the foregoing survey 
is that centralized government is generally necessary for develop- 
ing a state. In India the experience was unpleasant, but consider- 
ing the enormous diversity of conditions, the divergence of interests 
between the different parts of the country and the different sections 
of the people, and considering also the strength of the fissipaa'ons 
tendencies and the unequal position of the constituent provinces, 
a rigid centralization was the most appropriate remedy for evils 
which became intolerable when the Mogul Empire broke up. It 
was necessary that a new and more complete centralization should 
be established before India could pass on to a greater measure of 
local autonomy without disaster. 

Edwyu Bevan has explained the significance of centralization 
with an appropriate analogy.® 

‘ A normal human body ’, he says, ‘ is held together by internal 
coherence, by the bones, bands and fibres of the organism, but when 
bones are dislocated or connecting fibres torn asunder, surgeons, I 
believe, sometime case the body in a hard frame of plaster of Paris 
or steel to hold it together till the gi'adual process of internal growth 
has joined the dislocated bones and knit up the torn fibres.’ Such 
a process has many disadvantages. ‘ It is not Ihe normal thing for 
a man to wear a steel frame; it is not beautiful; it is not comfort- 
able; it is calculated rather to cause considerable cutaneous irrita- 
tion; it hampers movement; and if tbo frame is a well-made one it 
is likely to bo expensive; but in spite of all these drawbacks an 
abnormal dislocation of the body within is held to demand an 
abnormal cNinstraint without.’ Thfe whole gist of the argument is 
contained in this : * A steel frame, in contrast with, the natural free- 
dom of the body, is always an evil, but in contrast with the condition 
of the broken or dislocated body without it, it may be a necessary 
evil’ 

* F. J. Ckicttoow, Opt^ratfw Admimtimlivt hpw, vol. 1, pp. 1611-5. 

’ fn^n Ifatituuitiim (1918), pp. 45-6. 
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Such, precisely, has been the achievement of the Indian 
imperial system. Centralization had all the merits and all the 
defects of the steel frame above described. It was inconvenient 
and irritalinf>; and it was expensive. But at the same time, it 
welded together the conflicting elements into an organic whole. 
The strength of the centralized system enabled it to withstand 
the forces of disunion. Its financial control insured India against 
foreign aggression as well as against internal dissensions. Its 
legislative supremacy broke down the barriers of codes and customs 
between province and province. Above all, the common people 
of India came to feel that they were not only the members of a 
caste and a village commimity, but citizens of a vast common- 
wealth. 

Just like the steel Iraine, the need for centralization was bound 
to be temporary. A properly unified India has no need for a 
rigidly centralized adminisiralion; and in proixirtion as India 
became truly unified, the rigid regimen had to be relaxed. How 
Ibis has actually been done, we shall see in the sequel. 



PART II 

THE NEW FINANCIAL SYSTEM 




GHAPTEB VI 

FINANCIAL DIFFICULTIES, 1868-64 
§1. Financial Crisis, 1868-60 

The Mutiny brought about a grave financial crisis. Fiona 1853, 
the revenue and expenditure of the Qoveinment of India did not 
balance, and the accumulated deficits up to 1856-7 amounted to 
nearly £6 millions. As James Wilson pointed out, the condition 
of Indian finance was already one of chronic deficit. The Mutiny 
involved abnormal expenditure, and the deficits mounted up to 
unprecedented height.s. For 1857-8, the deficit was £6 millions; 
for 1858-9 it was nearly ^14 millions; and a deficit of more than 
jGIO millions was estimated for 1859-60, but it later toned out 
to be JB9 millions. Thus, in all, a deficiency of about ^31 
millions had to be met. The Government met it by boirowing, 
and the public debt of India, which stood at £59 millions m April 
3857, rose to £98 milhons by April 1860, and the interest charge 
rose from £2-5 millions to JC4-4 millions. ‘ 

The cause of this disequilibrium was, of course, the swollen 
military expenditure. Before the Mutiny the army was composed 
of 45,622 European soldiers and 294,168 Indian soldiers. In 1858 
the Europeans were 110,320 and the Indians 207,766. At that 
time, the cost of employing a European soldier was about four 
times that of an Indian soldier, and therefore the total ex- 
penditure on the army rose from d6]l’5 millions in 1866-7 to s621 
millions in 1868-9,* exclusive of expenditure in England whidi 
had also increased in the meantime. The total expenditure of 
the army in England and India came to £26 millions in 1868-9. 

The Government of India went on borrowing to meet the extra 
expenditure. It was felt that a drastic retrenchment was neces- 
sary, especially of the military charges, but no one was bold 
enough to venture on such an unpleasant task. Sir Bartle Frere 
wrote in 1869 : ' Out here, there seems no one connected with 
the supreme Government who has any definite plan of finance . . , 
and nothing could be more unworthy of a great Government than 
the haphazard way in wliich we have drifted in finance.’® How- 
ever, a Military Finance Commission of three members, one from 
each presidencyj, was appointed early in 1869 and was charged 
with the difficult task of finding means of reducing military ex- 
penditure. The Oommisaion soon examined the det^ of mQitaay 

* Piuaucbl Statement, 18 Febrqary 1860. 

* Farliameutaxy Paper 0. 854 of 1853, n. 10. v 

* Iwtter to H, D, Seymour, J. Martiueau, op. «»., VOl 1, p. 899. 
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clifirges and suggested econoiTiies, and by 1859-60 military expendi- 
ture was reduced to aliout £20 millions. 

Sir Charles Wood, Secretary of State, fully realized the 
situation and sent out to India, as Finance Member, the Rt. 
Hon. James Wilson, M.P., a financier of great reputation, then 
holding the office of Yico-I're.sident of the Board oi Trade. ^ He 
amved in India at the end of November 1859 and from that time 
ho was hard at work until he died eigbl months later. 

Wilson soon became convinced that the Government had 
borrowed too freely and that financial equilibrium could only be 
lestored by drastic rctrunchnieiit and onlianced taxation. He un- 
equivocally < ondemned the ‘ resort to the miserable, disreputable 
expediency of fontiiiiiing to borrow in time of peace’. ‘Loans 
may bo justified ’, lie said, ‘ in time of war, and as the consequence 
of war lor a year after; but even then, they should not be exclu- 
sively relied upon. But the theory of boiTowing during war 
involvea the necessity of some effort to reduce it in time of peace, 
but if instead of this, we are to continue to rely upon loans still 
in times of peace, wliat will our debts soon be? Where will be 
our credit? 

§2. New Torres 

Efforts had been made, even before the arrival of Wilson, to 
increase the tax revenue. In 1858, the duty on Malwa opium 
was doubled and the salt tax was increased. In 1869, import 
duties on goods like tea, coffee, tobacco, spices, grocery and pro- 
visions were raised to 20 per cent, ad valorem, and specific duties 
on approximately the same level were levied on beer, wines and 
spirits. All uuenumerated articles paid 5 per cent, ad valorem, 
and this included cotton piece-goods. The export duties on 
tobacco and silk were abolished, but the duty on gi’ain was raised 
from a half-anna per maund to two annas. The inter-provincial 
differences in customs tariffs were swept away in that year.^ 

In March 1859, the Government of India proposed to raise 
a tnx on tobacco by means of a cultivation licence.* This evoked 
from tiio Government of Madras the first of a series of protests 
which made the brief governorship of Sir Charles Trevelyan 
unique. Trevelyan wrote in one of his piquant minutes that the 
objections to the scheme of a tax upon tobacco were so grave and 
decisive that it would be a waste of time to discuss it.® 


* James Wihon hegiin !n<t careet as a biiginesAtaan. Subsequently be 

ntnte sevetal books, and established the aell-kncnvn weekly newspaper. The 
Stommitt. He wae M.I*, from 1847 to 18S0 and held office as Joint Secretary of 
tib« Board of Control tlB48.5iS>, Financial Secretary (o the Treasury {1853'8}, 
Viec-Fresident of the Board of Trade and Paymaster-General (16£f9}. In 1860 ha 
was made a Privy Councillor. 

* Finanoiai Statement, February 1860. » Act VXf of 18S9. 

* I/efeter to Madras, 31 March IBSff 

* Minute, 10 .Tune 18S9, Poo also Board of Bevenne’s letter to the MaArag 
Sownmant, 3} April 1859. 
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About the same time, the Government of India also proposed 
to the Madras Government that the salt duty should be enhanced 
by 8 annas per maund. To this also the Government of Madras 
objected. ‘ The salt tax is of the nature oi a poll tax,’ wrote 
Trevelyan, ‘ and it is already so heavy that the labom'rng poi>u- 
lation, who form the bulk of the consumers and consequently of 
the taxpayers, are unable to provide a sufficient supply for them- 
selves and then- families.’^ Trevelyan also held, and in this he 
had the suppoidi of two of his coiintillors, that raising the salt tax 
would reduce consumption and that ‘ the best financial arrangement 
would be to lower the tax ’ . The salt revenue could be increased 
by the establishment of new depots and by a more rigid enforcc- 
tnent of collection. The following timely advice was also given 
by Trevelyan lo the Government of India on this occasion. 

I am convinced [he said] from a long and a large experience 
of [ndion affairs . . . that the present financial exigency might 
bo overcome in two or three ways, by reduction of expenditure com- 
bined with various measures of good administration. Instead, there- 
fore, of exhausting our ingenuity in devising new taxes and raising 
new loans, I recommend that we apply ourselves in serious, sober 
earnest to reducing expenditure, many large items of which are 
capable of being immediately acted upon and to rendering the large 
balances in the treasuries more available. . . . We ought not lo 
inorease the burdens of oui- Indian feUow-aubjeols until it has been 
clearly ascertained that the obieot cannot be eSeoted by the primary 
and more legitimate mode of reduction of expenditure. This is 
especially due to the people of the south of India, who, so far from 
having added to our embarrassments and losses by rising against us, 
have given us noble support, and have contributed throughout an 
increasing amount of revenue. . . . The gulf of northern expenditure 
ought to he speedily fathomed in justice to the rest of India; else, 
our taxation will be indefinitely increased and our most indispensable 
public works, military as well as civil, will oonlinue to be postponed 
or rejected.® 

The proposal for a tobacco tax was di’opped, but the duty on 
salt was put up in 1861, at rates varying from province to 
province.® 

The Government of India were, from the first, reluctant to 
raise direct taxes; but having been foiled in the attempt at raising 
a tobacco tax, and as the financial position still remained bed, 
the Government made an attempt at direct taxation. In August 
1859, H. B. Hairinglon introduced a bill for a licence lax on 
trades and professions. This produced another protest from the 

* Minate. 10 June 1839 (0, 339 of 1862>. , . 

* XO Jtise Oq b^isg ask^d by tba fiu^cnia GDvetQmciQit ’vrlial ^ loaaa 
were ebont the reduction of expenditure, 5!rerelyan wrote « kmif roinnte on 
11 July 1869 urging the redueSon of mflitwy cbstgeB and decentralidatjon of 
adminietraUtsU, See S^sieet Ctumiiltet Report tiBTBh pf- 11646. 

' F. K, Fannerfea, indim TairaHont pp. 378t9. 
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Government of Madras, and this time one from the Govennneat of 
Bombay also. The central Government had asked for the opinion 
on this bill of a few selected officers in each presidency. Accord- 
ingly the Government of Madras consulted fifteen ex}ierieneGd 
officers, most of whom considered the proposal impolitic, and 
feared that ‘ distrust, dissatisfaction, discontent, uneasiness, alarm 
and disaffection ’ might result from the proposed tax. The prin- 
cipal objection wa.g that the tax would be of an inquisitorial nature. 
Trevelyan wrote : 

This tax would again cover the country with a swarm of ill-paid, 
ill-superintended native subordinates with duties so favourable to 
underhand exaction that it would be impossible to prevent them 
from preying upon the people. The exporienco T have had of the 
want of principle in making the retm-ns to the income-tax even in 
England mokes me exceedingly dread the introduction of such an 
element of immorality and extortion in this heathen country.^ 

Another reason brought forward was that the moiurpha and 
veesahuMy taxes had already become so unpopular that any new 
tax falling on the same classes was likely to causo disaffection. 
Mr (afterwards Sii-) William Eobinson objected to the proposal on 
grounds of political safety. 

Our pohtioal safety in India [he wrote] depends, in no small 
degree, on our taking no measures that tend to unite the now suffi- 
ciently dislocated interest, feelings and objects of its various 
population. Why then give the mahajan of the North-West Pro- 
vinces, the pandit, etc. of Benares, the sahukar of Bombay, the 
Brahmin moneylender of Tanjore, and the moplah trader of Malabar 
a common war cry, by a sudden simultaneous general legislation of 
an unpopular character? . . . Legislation in India should be several; 
localized feeling and interest should be fostered and taxation espe- 
cially should vary in character in different paris of the country, and 
for the different populations, according to their respective oiroum- 
stances and feelings.^ 

At this stage Wilson arrived, and on his advice the bill was 
abandoned. However, a licence tax had already been imposed 
by executive order in some of the northern provinces, and the 
assessment in the Punjab was at the rate of 3 per cent, on incomes 
below Ea. 2,000.* But as its legality was later questioned, it 
was also eventually given up, 

§8. Wilson’s Taxation Proposals 

On 18 February, hardly three months after his ajrival in 
India, Wilson presented his first and only budget. It was a 
masterly survey of the financial situation and contained practical 
proposals for restcaing financial equilibrium in India. A wrong 

1 ISfiuate, 1 December 1859. ‘ Memorandnm, 8 November 1859. 

• Moral and Malerkti Progress (1859-60). 



fjnanot.vij mii-Kioi!LTiHvS, 1858-04 77 

balauce-ahceli piihliBhod in Hc'ptembor 1859 bad created the iiu- 
{iveasion, ospocjiilly in MiiHlaud, that the ‘ neck of oiir financial 
difficulties had been brokcu’. Wilson destroyed that ilhmioii and 
exposed the leal state of India’s finances. At the same tunc, he 
expressed f>reat coiilidcnce m tlio resoni'ccs of the conniiy and the 
capacity of the people to develop them. 

A richer soil, a liner climate, a more illustrious, active and 
frugal, and 1 will add, docile, population it would be difficult to fiud 
anywhere. ... I have seou many European oountries, but 1 have 
seen none at ouoo so striking, so wonderful, so interesting. The 
nearest comparison 1 could make would bo a Belgium ujioii an im- 
mensely enlarged scale. You have the same antient magnilicent 
cities, with their narrow streets, their thronged population, their 
splendid public buildings, the relicts of decayed dynasties and the 
active bustle of trade at every corner; but what is more important 
and more to oiu- present purpose, you have the same expansive plains, 
with Alpine mountains in the far distance, affording sauitarium lor 
the people and a climate for new varieties of productions; you liave 
large rivers and magnificent canals irrigating the country; tlie same 
careful husbandry with cultivation up to the roadside, and the same 
teeming population, all bent on active and profitable pursuits; you 
have the same thrifty and economical habits. ... I never saw greater 
signs of industrial vitality, all full of promise of future prosperity. 

Wilson also had great hopes of trade expansion. 

Almost everything she [India] produces is in constant and 
boundless demand in Europe and almost every article of importance 
required in Bm’ope is to be found increasing in India; so varied 
are her products. Sir, in this foot there is great security for the 
future. 

Nor was taxation too heavy. While the burden of taxation 
in England per head of population was £'2 3s., tlie burden was 
only 5s. per head in India, even if land revenue were included. 

Thus it was clear to Wilson that the taxable capacity of the 
country was not exhausted. But before tapping it further, all 
avenues to economy must be explored; magnum est vectigal parsi- 
monia.^ He therefore took a keen interest in the deliberations of 
the Military Finance Commission and widened its terms of refer- 
ence. But retrenchment must take time, and however drastic it 
might be, fresh taxation was necessary to restore the financial 
equilibrium. He therefore decided that new taxes were essential, 
but must be imposed carefully with due regard to three great 
pnnoiples : vm. that whatever taxation is levied (1) must be borne 
by every class of the communil^r, European or Indian, official or 
non-official; (2) should be in conformity with sound financial and 
commercial policy; and (3) must be imposed with scmpnlous 
regard for the reli^ous views of the people. As for the last 
point, he satisfied himself from tlie begiiming by a reference to 


‘ ‘ Bconomy ia » great souree of revetraa."— Cieeio, 
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the Dliarm(isastras. Accorditif* to Manu, even a iJO jior coni, 
iucome-tax on proht waa not exorbitant.' 

Wilson’s chief taxation proposals were; (1) revision of 
customs duties, (2) a tax on incomes, (3) a licence duty on trades, 
and (4) a tax on home-{>rown tobacco. The first uieasnro was not 
intended for increasing revenue, but for reconstructing the tariff in 
accordance with what Wilson considered to be sound economic 
theory. He reduced import duties from 20 per cent, to 10 per cent., 
except in the case of beer, spirits, wines and tobacco. On the 
other hand, the duties on cotton thread, twist and yarn were raised 
to 10 per cent. The export duty on saltpetre was increased to 
Rs. 2 per maund. He also placed more articles in the free list : 
among imports wool, flax, maps, prints, and works of art, and 
among exports wool, flax, jute, liides, tea and coffee. He 
explained the reason why many exports were placed in the fret 
list. ‘ As a general rule when the products of our soil have to fine, 
a foreign market and in cases in which they enter into competitioi 
with those of other countries, the direct effect of export duties mus 
be to place our products in those countries at a disadvantage with 
their foreign competitors; in point of fact, it cannot be denied tha 
in such case.s an export duty falls chiefly upon the producer who 
cultivates the article.’ He was paalicularly anxious to encourage 
the exportation of jute, tea, hemp and hides, many of which were 
competing in the English market with products from foreign 
countries. 

The two principal measures proposed by Wilson for iiicroasing 
revenue were a tax on incomes above Es. 200, and a licence duty 
on trades and professions. He agreed with Burke that it was as 
difficult to tax and to please as it was to love and be wise. But 
fresh taxation was essential for meeting the deficits. However, 
he did not want to introduce any permanent taxes. These two 
taxes were to be temporary. For the purpose of this lax, incomes 
were to be classified under four schedules : (!) lands and houses; 
(2) ti'ades and professions; (3) dividends and annuities; and (4!' 
salaries. Incomes above Es. 200 and below Es. 500 were to b< 
charged at the rate of 2 per cent, and higher incomes at 4 pe; 
cent. Of this latter 1 per cent, was to be appropriated for repro 
dnetive local works. Exemptions were to be allowed for property 
used for religious or charitable purposes and to subordinate mill 
tary or police officers. Ryots paying less than Es. 600 as lam' 
revenue or as rent were also exempted.'* ' 

The licence tax proposed was a counterpart of the income-ta; 
It was a tax on arts, trades and dealings. Wilson wanted 
make it universal, but the Select Committee decided to exem 

' Wilaon maae an interesting comment in this connexion ; * I slionld imagine 
he said, ‘ that the revenue laws of ancient Hindus ratisl have been suggested 
the sacred compiler by soma very needy finance minister of the dav ’ (Finanoi 
Statement, 1860). • S. 180. 
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persons payulg income-tax. Thiw, while tlio larf'or ineonies vvetc 
to be tapped by the income-tax, I ho smallov were to l)e leaohed 
by the licence tax. 


§^l. Trciichjitii’s OppoNitio}! 

Owing to repealed protests from tlie presidency Governments 
on various measures coutcmpla led by the Government pievionsly, it 
was thought advisable to consult those Governments on the new 
taxation proposals;^ and accordingly confidential letters were sent 
explaining ‘ the exigency of the circumstances under which the 
decision of the supreme Government had been formed’. While 
it was hoped to reduce the expenditure further, fresh taxation 
could not be avoided.® The Madras Government, asking for 
Bufficient time, telegraphed ; 

As this Government is responsiblo for the admiiiisi ration ol 
'he south of India, iiioluding the maintonaiico of tranquillity, it is 
’ndispensable that the Governor in Council should linvo an oppovbu- 
lity of considering and expressing their opinion upon nieaaures of 
Huch great importance as the proposed incomo, lioenco and iobacco 
taxes. We roly upon sufficient lime being allowed for ihis 
purpose. ■'* 


On 26 March, the Madras Government tranainittcd to Calcutta 
minutes recorded by the Governor in Council, complotoly dis- 
approving of the taxation proposals. Tn bis mimile of ‘20 Marcli 
1800, Trevelyan mado a detailed criticism of Wilson’s statement, 
and emphatically expressed his opiiiiou that the deficits were 
overestimated, that the reduction of expenditure w'as not siifficienl 
and that retrenchment must be the principal weapon for fighting 
the deficits. He also pointed out that the reduction of the 
import tarhl from 20 jier cent, to 10 per cent, on the principal 
articles of European consumption in the country was done ‘ in 
the interests of the ruling classes’, and warned the Govern- 
ment against the consequences of the introduction of an ahen 
system of taxation, unsuited to the conditions of the country, 
The Government of India characterized this minute as ' a produc- 
tion which might well have appeared in a hostile newspaper or 
have proceeded from an avowed leader of opposition to the Queen’s 
, Government 

I No doubt, Wilson was moving too fast, but it was not correct 
i3 say that the new taxes he had introduced w'ere alien. ‘ Tha*e 
[s no part of Mr Wilson’s plans wrote Sir Jiartle Prere, ‘ that 
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* Letter to Sir Charles Wood, 9 March 1860. 

* Letter from the G-ovemment of India, 0 March I860. The correspondaace 
fened, to in this section may be seen in the LispaU'h to the Secretary of State 
1 the Becall of Sir diarlee Trevelyan, IC.C.B. (Pari. Paper Od. <181 of 1800, 
1. XTiMD, 

* Telegram, 16 March 1880, * To Sir Charles Wood, 17 April 1860. 
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might not have had a place undei* a difCerent name ni any schoiiie 
of Akbai‘’s; no single tax winch is at this present moment not lovied 
by almost any independent Indian state when, in difficulties.’' 
Direct taxation was levied in India from time nnniemoi'ial. Satr, 
moturpha and veesabuddy weie all direct taxes, and the last-named 
was a rough income-tax as shown above. Trevelyan must have 
known this. About twenty years previously, he had made an 
inquiry into inland duties, and as Qovovnoi of Madras ho sa '-s 
still responsible for the collection of moiurpha and veesabuddy. 
Indeed they were to assume new and unfamiliar forms, and it was 
perhaps inopportune to increase taxation so soon after the.*Mutiny-; 
but that was not the point stressed. J. D. Maltby, a Member of 
the Madras Glover ament, realized this better. He wrote : 

It appears to me that an income-tax can only be carried out 
effectively m a country where the Government and the people are 
on a thoroughly good understanding, and have a mutual oonjfidence 
and sympathy, in other words, where the governors and the governed 
have the same national feelings and interests and where education 
and a representative system give a high moral lone and political 
enlightenment. Here the slate of things is far different. The people 
have been long accustomed to a despotic government, and tradition 
has taught them to seek relief from over-taxation by concealing their 
means, and from oppression, when it becomes unbearable, by revolt. 
They have submitted to the rule of us foreigiiors, because it is 
mild and equitable, and enables them to pursue their avocations 
in greater security and ease than under former governments. 
This is the tie on which we must depond for thoir careful sub- 
misBiou, since a foreign rule must always in itself bo distasteful 
to a people, and requires to be attended with strong palliative 
advantages.® 

Further, Trevelyan’s conception of the powers of a presidency 
Q-overnment was much laarger than would be conceded even in a 
federal system. As Sii' Bartle Frere reminded him, the subjects 
on which he protested against the central Government’s action — 
taxation, army reorganization, etc. — ^were legitimately central 
fimctions, and to make the Government of India dependent upon 
provincial approval in such matters would have meant disaster to 
the Indian Empire, sooner or later. The repeated insistence in 
the Madras letters on the local Government’s responsibility for the 
preservation of toanquillity in the south of India and the insistence 
that the proposed new taxes should not be imposed in that 
presidency would have been considered improper even in a 
federation. Trevelyan thought that the Government at Calcutta 
were pursuing a reckless policy of taxation and that it was his duty 
to protest in time. Wilson gave an elaborate answer to the charges 
levelled by Trevelyan. The taxes proposed by him were to be 

* To Sir Charles "Wood, 33 April 1880, Cf. J. Martineau, op, cit., p. 303. 

* Miantc, 34 IS/ferch 1800. 
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raised Irom all, irrefapeclive of race. Nor did the claun that 
Madras should lie exempted from the tax create any impression 
at OalcLitta. 

But Trevelyan was doleiuuned to go alie.ul. He sent copies 
ol the mnuitos to O. H. Noibca who was the offu lal vepiesentative ot 
tlie Madras Government in the liegislative Gounoil and asked him 
to place them belore the Council, in older that publicity might 
I given to them. He also distiibutccl ‘ on his .sole responsibility ’ 
copies of the minutes to inonibers oi Ins Government, ‘ with a 
view to secure for them the greatest possible publicity ’. The 
supreme Government prohibited the publication of the minutes, 
as ‘it would be highly injurious to the Queen’s service’.^ But 
soon the newspapers pubhshod them and this created an uproar 
m the country. Trevelyan’s idea in doing all this was to 
influence public opinion both in India and m England, but the 
consequences were much more serious than he expected. His 
open protest stiffened public opposition to the new taxation pro- 
posals, and petitions poured into the Council Chamber from 
Indians as well as Eui’opeana. Public meetings were held in 
Calcutta and Madras by European residents, and the Indian press 
became highly critical. Various rumours had been afloat to the 
effect that the tax was soon to be ' levied on priests, women, 
children and oven corpses ’.® Lord Canning was in touch with 
popular feeling, and he was very reluctant to give his approval 
to the Income-Tax Bill. Ho is reported to have said : ‘ Danger 
for danger, I would rather risk governing India with an army of 
only 40,000 Europeans than I would risk having to impose un- 
popular taxation.’* 

The position was becoming intolerable. I. T. Pritchard writes : 

In former days, under the Mogul Empire, a similar exhibition 
of independence from a aouhahdar, or governor of a distant province, 
might be expected to be speedily followed by some overt act of 
rebellion. A protest against an imperial measm-e, such as the imposi- 
tion of a tax, published in the newspaper, was an appeal to public 
opinion which was altogether strange and hideous to a Government 
so thoroughly opposed to the expression of any public feeling at all 
as that of India. It was as near an approach to a declaration of 
independence on the part of a satrap of a minor presidency as could 
well be made.'* 

These misgivings of a contemporary Anglo-Indian writer were 
not quite justified; for no one was more loyal to the Crown 
than Trevelyan. However, the Secretary of State had to take 
'the painful step of removing Sir Charles Trevelyan from his 


‘ Telegram, S April 1860. 

* Canniag lo the Secretary of State, 19 April 1860* 

* Samuel Laing's evidence, Select Oominittee Beparl (1871), 98 .Tune 1872, 

* Indian Administration, vol, I, p. 67. 

6 ■* 
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appointment ’ , while expressing his high appreciation of his 
services.^ 

Sir Charles Wood wrote : 

It IS impossible to conceive a course of conduct more incom- 
patible with the proper relation between the Government of minor 
presidencies and the supreme Government of India, or more cal- 
culated to shake that authority which is intrusted to the supreme 
Government over the whole of Her Majesty’s dominions in India.* 

In publishing the minutes, Trevelyan was apparently applying 
well-known British methods, qmte suitable to a parliamentary 
system of government, but equally unsuitable for the condilions of 
India. Even today, with a large advance of representative govern- 
ment and of the federal principle in the country, it would be 
highly impolitic on the part of a provincial Govei*nment to protest 
openly against the proposals of the central Government. Sir 
iiaitle Erere wrote to Trevelyan : 

Were %\e all in Parliament, if the Opposition had the best of 
it, they would, of course, change places with the Ministry and try 
their hands at finance; but even if that could be done in your case, 
how would you as Governor- General prevent the new Governor of 
Madras from making a similau stand against your scheme?* ' 

Trevelyan’s opposition only convinced the Home authorities 
that the overweenmg pretensions of the presidency Governments 
must be crushed in the interests of harmony. It was an irony 
of fate that in this very task Trevelyan was himself an effective 
instrument, when he became Finance Member three years later. 

Notwithstanding all this, the Government proceeded with the 
Income-Tax Bill. In order to allay popular suspicions, a verna- 
cular pamphlet explaining the new taxes was published by the 
Government for distribution all over the country, but the Madras 
Government refused to distribute copies, as in their opinion, it 
smacked of the communications addressed by members of Parlia- 
ment in England to their constituents.* . 

The Government of Bombay also thought that Wilson’s? 
tneasures were too hasty. ‘ Why on earth could not Mr Wilson'h 
have let India bide still awhile? ’ wrote Sir George Clerk, Govemor|ii 
of Bombay, to Frere.® But after some explanations from Calcutta,^ 
Clerk promised to do his best to make the new tax work smoothly. ^ 

The bill became law on 24 July 1860, and was immediately* 
put into operation- In order to ward off opposition some of the j 
more importoi towns of the Punjab were allowed the option of 
raising the income-tax revenue assessed on them by means of 


‘ Xiettar £o Madias, No. SM, 10 Maj' I860. 

* Letter to Madras, No. 33i 10 Mav 1680. 

* Latter. 9 April 1880. Sea J, Marttoeaa, op. oit„ vol. I, pp. 806-6. 

* TrOTelyaii’e MmoW, 98 1860. 

* Latteii 17 May 1860. See J, Martutsaa, op. ait., p, 810. 
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octroi duties. Further, diatrict collectors who were in charge of 
the assessment were asked not to be too inf[iiisitorial in their 
methods. 

Of the rcmamuig two taxation proposals, the licence duty was 
kept in abeyance and the tobacco duty was pi’actically abandoned. 
Wilson then turned his attention to the reduction of military ex- 
penditure. He had enlarged the functions of the Commission 
then sitting , by the inclusion of the audit of all military accounts. 
Tie kept in constant touch with the Commission’s deliberations 
and .smoothed its dealings with the Commander-in-Clhef. All 
superfluous appointments were cut down and the overgrown 
transport establishment, which maintained large numbers of 
ole] »h ants, camels, bullocks, wagons and carts was diaslically 
cut down. Military reorganization necessitated police reform, and 
for this a Commission was appointed. The question of the Indian 
navy was also taken up, and Wilson soon iscovered that it was 
a sorry waste. Work at such high pressure was too much for 
Wilson in the broiling climate of India, and worn out by work 
and worry, he died of dysenteiy on 11 August 1860. ' No ancient 

Stoic or modern Bed Indian’, wrote Prere, 'could have met 
death more composedly, or made more calm preparation for carry- 
ing on the various schemes he left incomplete.’^ 

Wilson was a master-builder. Half-measures did not satisfy 
lim. He had in his mind plans for a thorough financial reorgani- 
zation of India — plans based on sound economic theory tested by 
strong common sense; but, as Frere wrote, it would have taken 
him 20 years to work out those plans.® Had he been less ambi- 
tious, he might perhaps have been spared for a longer period of 
service; but he was one of those great men who will risk anything 
in the interests of the cause they love, 

§6. Laing's Budgets, 1861 and 1862 

Wilson’s successor was Samuel Laing, M.P, He was a man 
f great financial experience, but rehed much less than Wilson 
n the fundamental notions established by economic science, and 
;as much more concerned with the practical needs of the hour,® 
The broad principles of common sense which apply to private, 
•pply equally to public affairs,’ he said, ‘and that which is not 
mple is seldom sound.'* Laing found that considerable suspicion 
ad been amused by the imposition of the income-tax, among 
>oth Indians and Europeans; and he soon came to the conclusion 
hat the new tax should be abandoned at the earliest opportunity. 
Dn the question of military retrenchment, he was at one with 

* (Co Motor 5. Marriott, li August 1860. See J. Kattineuu, op, oit„ p. 312 

* To Sit Oharlas Wood, 23 Novemhor 1360. ibid., p. 318. 

’ Sir (^ohard Temple, Men and JSvenU of My Time (1883>. p. 212, 

* !EHu(uiaial Statement, 1861. 
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Wil&on, but he did not favour economy at the expense of 
efficiency, and he said ; ' Depend upon it, the paltry saving of 
today will come back with tentold expense and hundred-fold 
discredit on the morrow.’ Further, there were gi’eat difficulties 
at the time in carrying out Wilson’s plans m regard to retrench- 
ment. ‘ Consequently the expenditure still remained intolerably 
high; and the current deficit of more than "66 millions annually 
winch Wilson intended to aveil, threatened to last. As no loans 
had been raised recently, the continuance of deficit drained the 
cash balance of the Cloverniuent to a very low ehb.’^ The year 
18fi0-l ended with a deficit of £&•& niilhons. 

Laing proposed to meet the financial difficiillics, firstly bv 
retrencluuent and secondly by fostering revenue. By cutting 
down the overgrown demand for stores, and by the reduction of 
the native army, he retrenched military expenditure by £3 ■3 
millions and hoped eventually to bring it down to sG12 millions. 
He wanted to reduce the army charges in England, by making 
the British CTOvernment bear a part of the cost of the reserve 
establishments m England. lie said : 

The day is past when England can consider India as a sort of 
niiloh-c-ow, on whom to draw for a little here and a little there 
in order to round off an English budget or ease an English estimate. 
Strict and impartial justice must be the rule in all money matters 
between England and India, if England wishes to get a return for 
her capital which will soon amount to jQlOO millions invested in 
Indian securities and railways, and if she wishes to see India become, 
every day, more and more the best source of supply for her raw pro- 
duce and the beat market in the world for her staple manufactures.^ 


Laing also pro^sed to reduce the expenditure on the navy, 
and he agreed with Wilson that the Indian navy should be 
replaced by a small force of tho Royal Navy. 

Laing was from the first impressed by the dangers and diffi- 
culties of equitably raising an income-tax in India. But at the 
same time he admitted that the traders and capitaUsts of India 
should contribute in a fair measure to the public revenue. What 
he disapproved most in the income-tax was the prying into private 
affairs that it involved and the extensive demoralization that it 
was bound to cause. He therefore preferred a graduated licence 
tax on the lines suggested by E. B. Harrington. Further, 
he thought that to make the taxable minimum as low as £20 
was thoroughly unauitod to Indian conditions. However, as the 
financial situation was slill had, he agreed to the continuation 
of the incorae-tax, as a temporary measure, for one year. 

^ Laing also increased the salt duty. Owing partly to the 
increase in wages all over the country and partly to the 




Six Temple, op. cit., pp. 216-7. 
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C'heapeniiig of salt resulting from railway expansion, lie thought 
that a slight increase in duty would be easily borne by coiisuniei's. 
Thereby he hoped to find an additional revenue of ^2 millions. 
Thus partly by retrenchment and partly by fresh taxation he 
expected to meet the deficit of £6 millions. 

Two months afterwards Laing was taken ill, and he had to go 
to England on short leave. In his absence, Sir Bartle Prere, 
Member of the Executive Council, carried on the work. The 
revenue under opium showed a great fall, and to make up for it, 
Preio proposed to levy the licence tax and proceeded with the 
bill which was still pending. The old assessments under the 
income-tax were also continued. In this manner the deficit was 
reduced to -£150,000. The licence tax was, however, not imposed; 
for, when Laing returned, he repiorted that the financial position 
was no longer embarrassing and decided to repeal the Act. A 
lieenee tux, ho said, would affect four or five million people, but 
it would produce only £500,000 or £600,000.’ 

In April 1862 Laing presented his second budget and showed 
that the anticipations set forth in the previous budget had been 
realized. Ilelrenchment had been pushed on and revenue had 
been expanding. The course of military expenditure during these 
years was as follows ; 

£ 

1859- 60 ... ... ... 20,909,307 

1860- 1 ... ... ... 16,838,980 

1861- 2 ... ... ... 12,800,000 

1862-8 ... ... ... 12,200.000 

Owing to the improvement of finances, Laing was able to 
carry out certain fiscal reforms dear to his heart. It was his 
wish to abolish the income-tax, but as the surplus expected was 
too narrow, he could only lighten the burden of the tax for the 
time being. He therefore proposed to exempt incomes between 
Es. 200 and Es. 500 from income-tax. The rea,son for doing so 
was not, as might be expected, that it was too burdensome on 
the poor, for he ' had no sympathy with socialist legislation which 
would place taxation exclusively on the rich 'On the contrary/ 
be said, ' the poor as well as the rich, and often even more than 
the rich, are interested in the support of the state and the main- 
tenance of social order, and the raidAle and working classes sae 
those who, in the long run, suffer most from the seductions of 
political demagogues and from the sickly sentimentality of injudi- 
cious philanthropists.’* But there was another reason for gdviDg 
it up. While two-thirds of the incomes taxed were between 

1 Legislative Orntneil Proceedings, SB MaroB 1868. 

® Legislative Gomdl PneteMnss (1869). p, 186. 
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Es. 200 and Rs. 500, the total yield from such incomes was 
only £350,000. Further, oppression and injustice were gi’^^'test 
in regard to such incomes. On these grounds he abolished the 
tax on lower incomes. 

Although Laing was not a doctrinaire free-trader, he was even 
more keen than Wilson about freeing the foreign trade of India 
from tariffs. In 1861 he reduced the duty on cotton twist and 
yarn from 10 per cent, to 5 per cent, at a loss of revenue of 
£40,000; and in 1862 he reduced the duty on yarn to per cent, 
and that on cotton piece-goods to 5 per cent. On other articles 
the reduction was not considerable. The reasons which weighed 
with him in cutting down the duty on cotton piece-goods were 
(1) that the duty ajiplied almost exclusively to British manufac- 
tured goods: (2) that it was imj^iossible to maintain customs duties 
at a high rale; aud (3) that it was a heavy burden on the con- 
sumer. Britain and India being parts of the same Empire, he 
said that a heavy import duty on imports from Britain ‘ comes 
very near in principle to a transit duty between parts of the same 
Empire He admitted that there were certain manufactures in 
India which deserved to be protected by means of import duties, 
but in the case of cotton piece-goods protection could only be 
temporary and grecarioua and therefore could only be a ‘ fatal 
boon ’ to the nascent industry of India. As for the burden on 
the consumer, he said : 

Either the clothing of the people is a proper subject of taxation 
or it is not. If it be so. on what possible principle can we impose 
a considerable duty on clothing which comes from abroad and levy 
no duty at all on cloth produced at home?* 

Laitig expected only a small surplus, but it turned out to be 
£3,827,345, the bulk of which was due to an unexpected improve- 
ment in the opium revenue. 

Thus the financial stringency resulting from the Mutiny 
passed away. But it was not possible to abolish the income-tax 
immediately. However, Trevelyan, who returned to India as 
Finance Member, reduced the rate from 4 per cent, to 3 per cent, 
in 1868. The Income-Tax Act was duo to expire m 1865; but Sir 
John Lawrence, the ‘Viceroy, wished to continue it. Trevelyan 
was firm and the whole Executive Council agreed with him. On 
31 July 1866 the Income-Tax Act expired. Trevelyan con- 
sidered the income-tax as 'a great financial reserve . . . com- 
plete in all its gear, ready to be re-imposed in case of any new 
emergency 

The revenue of India had inereased by £9 millions 
between 1858-9 and 1662-8. B increased annually at the rate 


* Finvaeial Statement, 1862.$. 


* S^nctal Statetnent, 1866 .$. 
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of about £750,000. The extent to which the income-tax assisted 

the exchequer 

is clear from the following statement. 

Year 

Total Revenue 

Incomc-Tax~ 


£ 

£ 

1858-9 

36,060,788 


1859-60 

39,705,822 

< • ■ • • 1 « • « 

1860-1 

42,905,234 

1,100,000 

1861-2 

43,829,472 

2,000,000 

1862-3 

45,143,762 

1,900,000 

1863-4 

44,122,773 

1,500,000 


Laing was very oplimi&tic about the improvement of revenues. 
'I know of no country’, he said, ‘of which it can be said that 
her ordinary revenue is increasing by £750,000 a year, while her 
expenditure has in one year been reduced by £4 millions, and 
that she is maintaining an equilibrium while spending out of 
revenue upwards of £4 millions on public works and another 
£1 million for interest on unfinished railways.'^ 


‘ S’lnancial Statement, 26 Febrnary 1862. 



CHAPTER Vn 


THE REEOBM OE THE EINANCIATj SYSTEM 

The Mutiny passed over India like a whirlwind, carrying destruction 
in its train; but it also swept away several systems and institu- 
tions which had outlived their usefulness. This was as true of 
finance as of any other field of administration. As soon as the 
new Government under the Crown was formed, ]t was faced with 
the problem of reconstructing the financial system. The Company 
had built u^) a financial organization suited to its commercial pre- 
occupations, but when commorco receded into the background and 
politics came to the fore, the defects of the old system showed 
themselves. There was no proper budgeting of income and 
expenditure; the accounts were a mass of confusion; and the whole 
financial machinery broke down under the strain of the Mutiny. 
The reconstruction took several years to complete. A new rela- 
tionship with the Home Government was established, a new 
hy.stera of budgeting and accounts w-as adopted, the currency wa.s 
placed on an improved footing, and a new system of taxation was 
developed to meet changing circumstances. 


§1. The Position of the Secretary of State 

By the Government of India Act (1858), the Crown assumed 
responsibility for the Company’s debts and liabilities, its conti'acts 
and covenants. The expenditure of the revenues of India thus 
came under the control of the Secretary of State in Council and 
no grant or appropriation of funds was to be made without his 
consent.* Public revenues were also to be raised on his authority. 
Under s. 53, a statement of the revenue and expenditure of 
British India was to be laid before Parliament annually, and in 
order to provide independent scrutiny, the A?t ordained that an 
auditor of Indian accounts should be appointed with control of 
hie own staff. He was appointed not by the Secretary of State 
but under the Royal Sign Manual, countersigned by the Chancellor 
of the Exchequer, and held office ' during good behaviour ' Ho 
cau call upon the Secretary of State to produce papers, can examine 
any officer of (Tovernnaent in tho TTuited Kingdom in relation to 
Indian accounts, and niu-st present an annual report in which he is 
free to express disapproval of any irregularity or offer any com- 
ment. The Secretary of State was required by law to lay before 
both Houses annually a statement of the position of Indian 


‘ 8 . 41 . 
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finances, and this provision in the Act necessitated the annual 
Indian budget debate. It was not really a budfiet debate, because 
Parliament was not asked to approve the proposed expenditure, but 
was merely informed of the accounts of the last completed year and 
the revi.sed estimates of the current year. However, this annual 
debate gave Parliament an opportunity to review every aspect of 
Indian affairs. The House could go into committee and discuss 
the accounts. Many amendments used to be tabled, but in practice 
only one was discussed and brought to a division. ‘ The vital iiucs- 
tion was as to the proportion of the cost of Britain’.s foieign policy 
which Indian revenues should legitimately bear. The Heerctary of 
Htato stood as the custodian of Indian interests and was not always 
successful in his advocacy. Prolonged coiTespondence often went 
on, and in most cases it was not easy to convince the Prime 
Minister and other inonibers of the Cabinet. Lord Bipon once 
wrote : ' The question of what expenditure ought to be thrown 
upon Indian revenues is the only subject on which Gladstone is 
quite deaf to the voice of justice.’® The War Office has been 
generally more powerful than the India Office. However, Parlia- 
ment tried to be fair, and in some instances it prevented certain 
charges from being thrown on the Indian revenues although the 
Secretary of State in Council had sanctioned them.® 

There is no doubt that the Secretary of State obtained a far 
stronger position than the authorities whom he replaced. A divided 
executive cannot be as energetic as an undivided one. In the old 
regime, the Board of Control and the Company’s Court of 
Directors aupemsed the Government of India, but the interests 
and policies of these two bodies often clashed, as they were bound 
to; and such collision weakened both of them. In theory the 
Secretary of State, too, was hampered; on the one hand, he bad 
to look to the Cabinet for support, and ott the other, his Council 
had to be consulted. But in practice, neither of these authorities 
curtailed his freedom, whilst from both he received plenty of 
technical advice. The Council at first claimed to exercise some 
real power, but the Act of 1869 permanently weakened it. 

Had Parliament’s new position in respect of India, been real, 
the powers of the Secretary of State would have been weakened, 
but it was not so. In theory Parliamentaiy supremacy over 
India was made complete by tlic Act of 1858; but in reality the 
interest of Parliament in India soon vanished and revived only 
when violently roused by some provocation. Paradoxical as it 
may seem, Parliament appears to have ceased to exercise its con- 
trol as soon as it received the right.* A few membets of Perlia- 
ttient, it is true, took an interest in Indian administration; and 

*■ Since 1919, the ducoeeion on the Secretary of State’s eelary has replaeeii 
the bud get debate, ibid., p. 66. 

* Ij. wolf, Biptm, vol. II, p. 86. 

* Xmrd Oeorge Hemilton, Parliameniatu Bminiectnoet (ll^-19Q6), p, SSS. 

* JtepoTt on Ooristiiuthmt Befom* (191S), p. 90. 
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occasionally interpellations were made and duly answered. Every 
year annual accounts were placed before Parliament, and the 
members debated on them in right earnest. Occasionally, inquiries 
were carried out by Parliamentary committees when specific 
complaints were made about administration. Thus in 1870, a 
select committee of the House of Commons held a prolonged 
inquest into the financial condition of India. Eoyal commissions 
have also inquired into various aspects of Indian administration. 
All this, however, did little to check the power of the Secretary 
of State. Only a few members took any interest in India, and 
Indian debates were held in the thinnest house of the session. 
The inquiries held were nothing in comparison to the detailed 
reviews made by Parliament when the Company was in power. 
But Parliament was too greatly ])reoccnpied to be able to interfere 
in the detailed administration of India, and as a natural result, 
the power came to be centralized in the Secretary of State. But 
the extent of the power wielded by him depended on the place 
he held in the Cabinet of the day. It must be remembered that 
it has been the growing practice to select a politician of the front 
rank for the India Secretaryship. 

§■2. The India Office and the Government of India 

The unique position thus gained by the Secretary of State 
enabled him to supervise Indian administration effectively. In 
the days of the dual control from Leadenhall Street and Cannon 
Bow, masterful Governora-General like Wellesley and Dalhousie 
found it possible to have their own way in many things, but 
when the control at Home came to be vested in one single indi- 
vidual of dominant political position, it was no longer possible 
to flout the authority of the Home Government. The increased 
facilities for rapid communication between England and India also 
strengthened the hands of the India Office. After the completion 
of the submarine cable by way of the Bed Sea in 1870, the 
Seemtary of State was enabled to intervene effectively in the 
affairs of India. 

Even after 1870, the personal equation had much to do with 
the relations between the Secretary of State and the Viceroy. 
Although as a general rule the subordinate position of the Govern- 
ment of India was recognized, there have also been occasions 
when the Viceroy r^arded the Secretary of State as the con- 
venient mouthpiece of his policy in the Oahinefc and Parliament. 
Ordinarily the opposite has been the true position. Although Lord 
Eipon who filled both positions one after the other expressed the 
view that ' the Government of India ought to be made as much 
as posdble the real executive of that country and the functions 
erf the Home Government Aould be restricted in practice within 
uaTrow limife ’, the Home Government repeatedly claim^ supreme 
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control over the Indian administration and there was nothing till 
1919 to weaken that position in any manner. 

Soon after the Act of 1858, Whitehall began to assert its 
supremacy in unmistakable terras. Sir Charles Wood, the first 
Secretary of State, ^ was a man of strong determination, and he 
kept a vigilant watch over Indian administration; but let it be 
said in justice to him that in most cases his interference was 
for the definite purpose of protecting the interests of the Indian 
people.® ITor instance, he stoutly opposed the legislation of the 
Governor-Oeneral’s Council for enforcing indigo contracts entered 
into by European planters,® since that legislation sanctioned cri- 
minal proceedings for breaches of contract. Wood found this grossly 
unjust to the Indian population; ,T,nd as the Eclinhnrqh Bevietr 
wrote, ' this was conclusive proof of the necessity of having a 
controlling authority at Home which will be competent, vigilant 
and strong ’.** Wood stood firm and repeatedly vetoed the bills 
passed by the Council. When snbseiiuently he insisted on modi- 
fying a bill pending in the Council (1864), the Government of 
India protested on the ground that the Indian Councils Act did 
not provide for such interference in the case of bills before 
the Council.® Wood pointed out that the Home Govern- 
ment were responsible to Parliament for Indian legislation and 
therefore had the power not only of vetoing bills ahready 
passed in the Indian Councils, but also of modifying them in 
the draft stage. 

The same question again cropped up in 1869 when the Duke 
of Argyll was the Secretary of State. He insisted that the laws 
prepared by the Indian Law Commissioners should be passed in 
the form in which the Secretary of State, on the report of the 
Commissioners, approved them.® But Lord Mayo’s Government 
protested that such a procedure would ‘invest the Secretaiy of 
State with the character of the legislator for British India and 
would convert the Legislative Council into a mere instrument to 
be used by him for that purpose In this connexion the 
Secretary of State most emphatically asserted® that ' the final 
control and direction of the affairs of India rest with the Home 
Government and not with the authorities appointed and establish- 
ed by the Crown under Parliamentary enactment in India’, and 


' StricUy speaking, Lord Stasley lyas the first Becretar; Btate, hut he 
held the post only for a few montis. 

* For a different point Of View, see Sir Charles Tcevelyan’e evidence before 
the Parliament^ Select Committee <1873), Raporti PP* 31-91 and pataim. 

* Algernon 'West, Sir OharUa Wood's Adminitfration of Mian Affain (1867), 
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* op. dt., p, 44, 

' Parliamentary Papers (1876), vol. I/VI, pp, 4-fi. 
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that ‘ the latter Government were necessarily subordinate to the 
Home Government Argyll also wrote : 

The vastnoss and importance of Her Majesty’s Indian domi- 
nions, however they may add to the dignity of those who are called 
on to administer its affairs on the spot, in no degree exempt them 
from the necessary tic of subieotion, but rather render it more 
incumbent on Her Majesty’s advisers and counsellors at Homo to 
maintain the more carofuliy the existing order of things as defined 
by constitutional usage and by what I may term the fundamental 
axioms of llie connexion between this country and India. 

The Government of India had no alternative but to yield. 

Four years later, when Lord Northbrook asserted the fiscal 
autonomy of the Government of India, Lord Salisbury firmly 
refused to concur on the ground that the fiscal policy of India 
should be controlled by I’arliamenl. Salisbury, on that occasion, 
detailed the consequences of the de.sii’cd autonomy in very signi- 
ficant terms. He wrote : 

In scrutinizing the control exercised over the Government of 
India by Her Majesty's Government, and the grounds for maintain- 
ing that control, it must be borne in mind that the superinteiiding 
authority of Parliament is the reason and the measure of tho 
authority exercised by the responsible ministers of the Crown; and 
that if the one power is limited, the other must be limited at the 
same time.^ 

Indeed the claim of the Indian Government was premature, 
and there was no chance of its being conceded then, as there was 
among certain classes of people in England a general distrust of 
Anglo-Indian officials. Salisbury was himself under the same 
influence and made it a general practice (which subsequently grew 
stronger) to regulate administration in India by private corres- 
pondence with the Governor-General. 

If any Viceroy could have successfully resisted the power of 
the Secretary of State it was Ijord Curzon; but even he failed to 
get his own way when in 1904 be disagreed with the Home 
Government on the question of military administration; and it cost 
him his post. In bitterness, be wrote later : ‘ The Indian Sat- 
rap has in many cases found the Viceregal throne an altar of 
samfice quite as much as a seat of glory.’ * 

The authority exercised by the Secretary of State over the 
Government of India was first and foremost financial. As already 
shown, the Act of IS58 vested in the Secretary of State in Council 
the entire xesponsibtlUy for the financial administration of India. 
But it was not possible for him to exercise such autW% in its 
entirely in a country 6,000 miles away, and therefore with a view 
to facilitating the speedy transaction of public business, the 

‘ P^arliattumUrg Papers (1876), vol. hVl, pp. a-f. 

* BriUrth Owamment in India, voJ. H, p. ®3. 
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Secretary of State from time to time prescribed limits vfitlun 
which expenditure might be Incurred by the Crovernment of India 
without previous reference to him on each occasion. At first, 
these delegations were embodied in executive orders, rules and 
regulations, but in 1889, a resolution was issued by the Secretary 
of State specifying the limits of the Government of India’s financial 
powers. Under this resolution, the sanction of the Secretary of 
State was requii'ed for : 

(1) The creation of an appointment, the salary of which 

exceeded £200 a year; 

(2) The raising of the salai’y of an existing appointment to 

an amount exceeding £333 a year; 

(3) The revision of an establishment at a cost of more than 

£1,667 a year; 

(4) The incurring of expenditure which under any of the 
various codes required the Secretary of State’s sanction; 

(5) The construction of a public work from boiTowed funds; 

(6) The construction of a public work charged to revenue 

which was estimated to cost more than £83,000; and 

(7) The construction of any railway except short addition.^ of 

local interest. 

This was understood to be a proper delegation of authority to 
the Government of India, but it was later discovered that the 
Secretary of State had no power to divest himself of responsibility 
as regards expenditure, and it was held that any such delegation 
of control to a Government or other authority in India would be 
an evasion of the spirit and infraction of the letter of the Act of 
1868. The matter was taken up in connexion with the Eoyal 
Commission on Decentralization, and the necessary action was 
taken, as we shall see later. ^ 

§3. Exchange Operations 

Among the many important duties that devolved on the 
Secretary of Slate was the management of the exchange operations 
between England and India. Large payments had to be mode 
annually in Great Britain on behalf of India by the Secretary of 
State. These payments, usually called 'Home Charges’, included 
(as now) interest on debt, pensions, payments to the War Office, 
cost of Government stores, etc. Some part of these disbursements 
was met by loans raised in England and the rest by means of 
reriiittances. These remittances were generally effected by the 
sale by the Secretary of State of bills of exchange (commonly called 
Council Bills) and telegraphic tramsfers to be met by the Govem- 
ment of India, and when the whole amount could not be so met, 
gold held by the Government of India in the Paper Currency 


* Indian SMntorjf Commission (19S§), vol. V (MenwiimdA), pp, XQQB'9. 
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Jieserve had lo be cousigned to London, or, m later years, gold 
in that part of the Paper Currency Beserve held in London would 
be drawn upon. 

The system of di'awing funds from India by means of bills 
of exchange dates from the days of the East India Company; it 
appears to have been practised, although rather intermittently, 
from 1834 to the time of the Indian Mutiny. It was entirely 
suspended in the years 1857-62 but was resumed in the latter 
year, and has been almost contmuons since. ^ Sales of Council 
IJillb weie at first made monthly, and at a fixed rate of exchange. 
This underwent several changes subsequently. Sales became fort- 
nightly and later weekly, and allotments to the highest bidders 
took the place of sales at fixed price; and tenders were invited for 
telegraphic transfers as well as for bills. Applications wore later 
received for bills and telograpliio, transfers on dates intermediate 
between the regular fortnightly or weekly sales, called ‘ inter- 
mediates ’ and ‘ specials ’ . 

Soon after the practice of drawing bills on India was resumed 
in 1862, there was a great demand in England for Indian cotton 
(owing to the Ameiican Civil War), and therefore the bills on 
India were in great demand. Down to November, the rate of 
exchange realized varied from 2s. id. to Is. but when the 

demand fell off lower rates had to be accepted. In 3866 the 
demand for bills failed, and gold had to be shipped from India. 
The progress of railway construction in India also influenced remit- 
tances materially after 1869. The system of making advances on 
the hypothecation of goods, which sometimes found favour with 
the East India Company, was several times considered after the v 
Mutiny, but it was not revived. 

§4. The Finance Membership 

The central feature of the new financial machinery was the 
budget system and an efifioiont system of accounts. It was for 
introducing these new reforms that the (lovernment created in 
1859 the new post of the ‘ Einanciiil Member of Council ’ and 
appointed James Wilson as the first holdei’ of that post. Although 
the official designation of the new officer was as above, he was often 
known as the Einanee Minister, in common parlance; and even- 
tually the title ‘ Finance Member ’ came into vogue. The situation 
in India was then such that n person of great experience and 
independence was necessary. ' Everybody here has bst confidence 
in Government and in every one else,’* wrote Freue, The general 
opinion was that nobody then in India was competent to set right 
the financial difficulties of tlie imuntry,* Therefore the Home 
Goi^miment decided to send out a man with long experience in 

* Sir Homy eridencs before the FowW Oomraittee. 

• letter to &r G-eome Clwk, 9 May 1860. 

’ Ftere'ft letter to H. D. ^mour, Febroary 1889, 
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the British Treasui-y. This practice was coatinued for a whole 
decade. Thus came Wilson, Bamg and Massey; even Trevelyan, 
although ongmally of the Indian sei’vice, had worked in the 
British Treasury lor a good many years before he came out again 
to India. Alter Massey, the Government appointed in succeb&ion 
thi’ee members of the Indian Gml Service as Finance Member, 
namely. Sir Eichard Temple, Sn* William Mum and Sir John 
Stracliey. But in 1881, the practice of obtainmg the services ol 
a British financier was revived, and tins practice was resorted to 
now and then throughout the century. No doubt there weie in 
the civil service persons quite competent to fulfil the duties of 
the Finance Member; but, lor obvious reasons, they were not able 
to command that authority which a person with British experience 
and unconnected with the Indian services could command. Frere 
had made pointed reierence to it in one of his letteis. ‘ The great 
advantage we have derived from Wilsou and Lamg ', he said, ‘ has 
been the sort of authority with which they came out, and which 
enabled them easily to overcome obstacles which might otherwise 
have been serious.’^ However, he admitted that this advantage 
often cut both ways and made their errors in proportion of graver 
moment. 

In all that relates to management of loans, budget and audit 
, and general organization and management, we have been great gainers 
through Wilson’s and Laing’s labours. But at what cost I* With the 
' loss of Wilson and Ward, Laing’s breakdov/n, the damage of 
Trevelyan's official repute and the interruption of his usefulness, the 
increased acerbity of local jealousies, the consequent delay and loss 
of time in efiecting real reforms — ^will these be balanced by what 
, we have gained and is what we have gained equal to what we might 
»iav 0 had, if what you began early in 1869 had gone on undisturbed 
by external interference?® 

Theoretically the powers of the Finance Member were nearly 
as large as those of the Britisli Chancellor of the Exchequer, but 
in practice there were great diflier ences. In England the Treasury 
has always wielded great influence, and the rise of democratic 
government has not substantially weakened it. The Indian 
Finance Member inlieiits no such great traditions, and his 
, influence greatly depends on support from the Viceroy. This 
‘ question received much attention from the Eoyal Commission on 
' Indian Expenditure (1894-1900). Sir Auckland Colvin stated 
before it that after 1886, when military considerations gained the 
upper hand, the powers of the Finance Member to control expen- 
diture came to be undermined. Sir David Barbour supported this 
view and opined that the Viceroy held the key. If the Viceroy 
supported the Finance Member, the latter was still powerful 
igainst Ms colleagues, but for some years military considerations 

t 

'i M ‘ Letter tfr Lord Cwmlop, 11 Jnoe 1861* ’ 
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were in the forefront, cluofly owing to tlie Bussian scare on the 
north-west frontier.* 

These views were not shared by several other witnesses, 
including ex-Vieeroya like Northbrook, Ripon and Lansdowne. 
No doubt, the Finance Member did not have tho power of the 
Treasuiy in England, but it wa.9 not possible to place him in the 
same position as the British Chancellor of the Exchequer. Lord 
Cromer, sometime Finance Member, agreed that the Viceroy had 
great power, but he was not in favo-ur of weakening it, as it was 
his function to give a unity of action to the whole Government.® 

The Commission did not find reasons for suggesting any modi- 
fication in the existing position. ‘ When questions of national 
defence, or, it may be, of spirited policy, have gained the public 
ear, financial considerations lose weight, not only in India but 
elsewhere, and the balance can only be restored if, and when, 
the public ceases to demand large expenditure.’® 

§6. The Budget System 

Wilson’s greatest achievement in India was the establishment 
of the budget system, whereby the financial estimates of each year 
are arranged, considered and approved by the Legislative Council 
before the yeai- commences. The object of the new scheme was 
clearly expounded in the Financial Resolution of 7 April 1860, 
wliich was published in the Government Gazette for general in- 
formation. It explained the advantage of framing estimates of 
the anticipated income and of the proposed expenditure of the year 
before the year commences, especisdly in the case of a large country 
like India with several provincM administrations and large 
imperial departments.'* Provision was made for systematizing both 
civil and military expenditure. A Militaiy Finance Commission had 
ah’eady been appointed® to scrutinize the military accounts and 
cany out economies. It was ordained by the resolution of 7 April 
that tlie whole of the accounts of the various departments of the 
army, after examination by the several provincial Governments 
should be transmitted to the Military Finance Commission, and 
that the Oominission should transmit tho aggregates to the Audit 
Board for audit. This Commission was later reconstituted and 
designated the Military Finance Department, and a resolution of 
the Military Department dated 6 July X860 laid down det^led 
instructions for the guidance of the new department. 

A similar committee was appointed by a resolution of 13 
May 18C0 to report on the manner in which the specific sums 
granted in the budget should be placed to the credit of the various 

* Report (MOO), Ml. tv, pp, laiaOs also vol. I (Evidoaco), qq. 1856, 1869, 3924.1 

> Vol. tr, pp. 3ia. 618. • Seport. p.ll. , 

* MtfiU ond MiUSTi 0 l Breigre$* (l660*X>q p. 17 et seq. 

‘ jtmck 
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spending departnaenls, the mode m ■which sucii expenditme should 
be accounted for to the local accountants, the waj by ■which the 
local accountants should account to the Audit Department, and 
the manner in which the Audit Department should be constituted. 
A committee was also appointed on 6 July to scrutinize all the 
civil charges, the civil and mihtary pohcie.s aud public works, 
with a view to cairymg out economies. 

The Budget and Audit Commillee in its interim report sub- 
mitted two alternative schemes for improvement. The plan, 
which was eventually accepted, was a combination of the English 
and Indian systems. The duties of the Auditor-Goneral under the 
r4nghsh system were assigned (o the Accountant-General, and the 
local accountant.s undci- him earned out detailed audit of the local 
accounts. 

Later the Committee laid before the Government a classified set 
oi the budget c.stimate forms to be used under the new system, 
and these forma were approved by the Government and were 
circulated to all civil departments and provincial Governments. 
The various heads under which appropnation should be made were 
also drawn up by the Commillee. 

After giving effect to these recommendations, the Government 
constituted the Auditor-General and the Head of the Military 
Emance Department into an Imperial Audit Board, with instruc- 
tions to act together in all matters of general organization, policy 
and economy as affecting estimates, budget, audit and accounts. 
In other respects they worked as independent heads of the civil 
and military finance departments. 

The advantages of the new system were : (D it ensured a com- 
plete review beforehand of the income to be expected and the 
expenditure to be incurred in the year; (2) it ensured scrutiny 
of expenditure; and (3) it led to the formation of all-India 
standards of account and audit. 

Tlie budget system thus brought into being did not for a long 
time come under popular control of any kind. Till 1S72 the 
budget was presented annually to the Legislative Council ■with a 
speech by the Finance Member describing the fiiuancial position 
of the country. Technically no budget discussion was possible, 
08 under the Indian Councils Act of 1861 the Legislative Council 
could not meet for other than legislative business. But in reality, 
the budget proposals were discussed, sometimes rather fully, in 
connexion with the taxation hills which were generally introduced 
along with the budget. As we shall see, Lord Mayo in |®ttienlar 
gave opportunities for a full discussion of the financial position of 
the Government, But between 1873 and 1876, there were no such 
Finance Bills, and the annual budget was not even presented to 
the Council; it was merely published in the Gazette of India in 
the form of a minute, In 1877, when fresh taxatian had to be 
imposed, the system of presentitig budget to the Goundi 

•t 
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was revived, but this lasted only till 1883. Between 1883 and 
1892 only two budgets (3889 and 1890) w'ere presented to the 
Council and the rest were printed in the Gazette. The right to 
discuss the budget was not granted to the Imperial Legislative 
Council till the Indian Councils Act of 1892 provided for a general 
discussion of the financial statement. Provincial budgets came 
into being in 1872 but they were not then presented to thi 
Legislative Councils.^ 

The first budgets varied in form and content. The credit of 
systematizing the Indian Budget Statement goes to Sir David 
Barbour, who in 1890 divided it into two parts, the first part 
dealing with general policy and the second containing details of 
financial results. Prom 1900 the first part bore the signature of 
the Pinance Member and the second that of the Pinance Secretary, 

§6. Improvement of Accounts and Audit 

The system of accounts then m vogue was defective in many 
ways. The Company’s system of accounts — or rather lack of 
system — ^sm’vived the Mutiny, with all its ‘obsolete entries, irre'* 
coverable balances ’ and ‘ comphcated inter-presidential and inter 
departmental payments and advances ’ , which led to grea ' 
confusion.® Soon after the transfer from the Company to thtf 
Crown, the Government decided on an inquuy, and in 1861' 
obtained the services of two officers of the British Treasury, M. H. 
Poster and H. W. S. Whiffin,® They scrutinized the system of 
accounts of the Military and Civil Departments, and m the case of 
the Public Works Department, they were associated in a Commis- 
sion with officers of that department. Their report was presented 
in September 1862, and in accordance with their recommendations 
the systems of accounts of the various departments were modified 
with a view to increasing clearness and accuracy, and thus made 
to accord with the new budget system introduced by Wilson. 

Under the old system the record of revenue and charges in the 
animal accounts diflered widely from the actual income and tho 
actual expenditure out of the ways and means of the year. The 
revenue received in a year was sometimes credited as a receipt of 
the previous or the next year; and similarly the expenditure of a 
year was not the same as the actual disbursements of that year. 
The cost of stores was not necessarily charged in the year of pui'- 
chase against the ways and means of that year, but was debited 
to a sepai'ate stores account. These defects were removed on the 
recommendation of the Commissionei’s, and the records of revenue 
and charges in the regular books of accouuts were brought into 

* ch. xiti. * Supra, p, 48. 

* Btport of fk« OommUaion of Inqwty mto the Oonetitution and the Mode af 
Ctmdliiciinp the butimee of Ike Binaneial Depariment and of the Qfflcen of Aadit 
(end AauHmt altadhsd tkta Department (Foster snd Whimh ^ SoptoiaW 186^ 
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accord with the actual receipts and payments ol the year, monthly 
accounts of audited receipts and charges weio substituted for an 
annual account which contained partly unaudited charges, and the 
comi^tion of the revenue and finance accounts earlier than under 
the old system was ensured. These inn>rovements were first 
earned out in the Eevenue and Finance Accounts of 1864-5 and 
?865-6. 

The civil, military and public works accounts weie formerly 
in a disjointed state. These accounts were entered m the books 
of the three piesidencies, and wore not biouglit togther in a com- 
bined all-India account. This intcilered with the central control 
over finance, and made the Government of India’s supervision 
meffective. This was rectified by brmgmg together the accounts 
of the presidencies and provinces in the books of the Comptroller- 
General of Accounts, and thus the Goveriiment of India came to 
exercise an effective control over the financial administration of 
India. 

Under the old system, the accounts in India did not tally with 
..lie Home accounts. This was remedied by exchanging with the 
' ndia Office a revised fonn of half-yearly account current, 
j The pre-audit system was maintained, but its woi-king was 
1 mproved with a view to making audit and payment simultaneous. 

Above all, the budget estimates were simplified, re-classified 
and rendered uniform, so that all the estimates could be brought 
into one general budget statement for the whole of India, includ- 
ing the receipts and expenditure in England. An efficient system 
of audit of all accounts was also established. 

Although these improvements were made in the light of British 
experience, the Indian budget and accounts systems did not lose 
fiheir individuality. As the Koyal Commission on Indian Expendi- 
.ture pointed out, iraiiortant differences existed between the 
British and the Indian financial systems. In England, tJie central 
account of the State kept at the Treasury was made up daily, and 
every evening the Chaiicelloi of the Exchcijuer obtained au account 
of the income and expenditure at the close of busiucas on that day. 
The great Eevenue Departments in London paid daily into the 
account of the Exchequer at the Rank of England all the money 
which w&s collected in London or received from the provinces. 
The Treasury issued daily certain iiuprest.s from the Exchequer 
account to the spending departments. Thoso Exchequer receipts 
and issues formed the basis of the British budget. 

The Indian system was necessarily different. It was based 
on revenue to be actually received and expenditure to be actually 
defrayed within the year, but the process of ascertaining them 
was necessarily slower. The revenue was collected in 266 distrifet 
treasuries, at which the expenditure within the districts was 
defrayed. Statements of receipts and issues were promptly sent 
'h, to idle headquarters, and suoli informatiem readied the 'Finance 
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Member at Calcutta soon after every mouth was out, and by the 
close of that month an account of the revenue and expenditure 
throughout India during the previous month was made up. Such 
a delay was inevitable in a country of vast distances like India. 
One inconvenience resulting from this is that, as the Indian budget 
is opened before the close of the year, the results of the completed 
year cannot be given. Hence the need for a revised estimate for 
the expiring year, which, according to the rules, was to be made 
up of the actual revenue and expenditure of the first eight months 
and an estimate for the remaining four months of the year ' 
Thus three statements were required in the Indian budget. The 
budget estimate for the ensuing year, the revised estimate of 
the expiring year, and the actuals of the previous year. In the 
case of Great Britain and other western countries, there has not 
been any need for revised estimates as the budget is generally 
presented after the close of the financial year. 

The divergence between budget estimates, revised estimates 
and actuals was very pronounced during the first ten years after 
the budget system was introduced. In nearly every year, the 
actuals varied greatly from the estimates, and even from the 
‘ revised ’ estimates. This is particularly notable in the four years 
beginning with 1865-6. 


Year 

Estimate (£) 

Actual (£) 

1865-6 

-336,000 

+ 1,600,000 

1866-7 

-73,800 

-2,600,000 

1867-8 

... +1,764,478 

- 1,000,000 

1868-9 

... +1,890,000 

-2,542,861 


The estimate for 1868-9 was for a surplus of £1'89 millions, 
but the revised estimate disclosed a deficit of <£839,000; and when 
the accounts came, the actual deficit was found to be £2-5 millions. 
Such recurring discrepancies evoked much criticism in the Imperial 
Legislative Council. W. H. Massey, Knance Member, attributed 
the divergence partly to the ' precise ’ method of accounting 
adopted in pursuance of the report by Foster and Whifian. But 
the principal cause in his opinion was the vastness of the country. 
He said ; 

The Oovemment of India is charged with the general super- 
intendenco of five gmat subordinate Governments and three minor 
adnfinistrstions. It is no oa^ matter to exercise a politietd control 
over distant dependencies; and the difSoulfry of such control is 
greatly increased when you have to supply and regulate the expendi- 
ture of these several slates, varying as they do in the extent of their 
territory, in the races by which they are inhabited, in their social 

‘ Bat, with a view to as eonoot a reviBed estimate as possible, the 

finsiKM Bepairtiiioat used to watt Iw taae oi area ten months. 3ir l^ohaid 
in Xe^pslative CkaineU, 19 KovembK 1869. 
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and commercial progress and in every element which goes to consli- 
tute a fixed guide and criterion in determining, according to 
European ideas, the scale of expenditure suitable to each particular 
province. Accordingly, we are compelled to concede a wide, and 
practically an unlimited, discretion in such matters to the local 
Governments and administrations, who are themselves forced to 
grant a large measure of license to distant ministerial oSioers. Thus 
we have not one budget to deal with, but eight local budgets com- 
plete in all their parts; and over neither one of these eight budgets 
has the supreme Government that control which is necessary tor 
the purpose of finance.^ 

During Lord Mayo’s viceroyalty, endeavours were made to 
rectify this defect. But the uncertainties of the opium revenue 
and the lack of a proper system of financial control in the Public 
Works Department, made it difficult to make satisfactory budgets. 
In this connexion, Ma 3 'o said : 

Account is a record of fact, estimate is a matter of opinion 
and forecast; there is as much diSerence between an account and 
an estimate as there is between a good eight-day clock and the 
divining rod of a magician. An American humorist, Mr Artemus 
Ward, gave very sound advice to his disciples when he said . ' Never 
prophesy unless you know.’ Now, unfortunately, my Honourable 
friend [the Einance Member] is obliged to prophesy when he does 
not know, when he cannot know and when no one else knows.® 

However, thanks to the indefatigable labours of Mayo and his 
Finance Member (Sir Eichard Temple), the discrepancies above 
noted were largely rectified. 

The official year of account in India foi’merly closed on 
30 April, but from 1866-7 it closed on 31 March. This change 
was made chiefly with a view to the earlier transmission of the 
annual accounts and estimates to England for submission to 
Parliament, The transactions of 1866-7 were therefore confined 
to eleven months. 

In 1871, a Select Committee of the House of Commons on 
East India Finance remarked in its interim report that it was 
unable to proceed with its work ' in consequence of the accounts 
of India not having been prepared in such a manner as to show 
the results which should be known to enable a judgement to he 
formed on important questions affecting the finances’. It there- 
fore recommended that instruotions should be given to the 
Government of India, so that the accounts of the varioua Govern- 
ments in India might he prepared ‘ on a uniform basis and in suffi- 
cient detail ’ and ' with exact explanations of important changes 
in ^stem’.’ Accorcflngly, the Government of India carried out 
various modifications in the method of accounting and deputed 

^ I'inanoijJ Statement, 1867-3, pp. 137-8. _ 

* Xiegitlittifie Oounati Proeeedingt, 21 Harck 1871, |>. 482. 

' iSfittm Oomm^e Iteport ^71), |^. fit. ' ' 
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E. E. Hanison, Comptroller-Geneial of Accounts, to England to 
cany out finther unprovemenls and to pre&ent the Govern- 
ment’', accounts to the Parliamentary Select Commilleo. After 
bis return, a thorough reform was earned out, and the finance 
accounts of the Government of India thus became dealer and 
more precise than before. 

§7. The Indian Currency System 

The need for currency reform was also pressed on the Govern- 
ment after the Mutiny. The position before 185fi may be briefly 
sketched here. In the eighteenth century, gold, silver and copper 
coins of numerous denominations passed current in India. Gold 
mohurs were used m Bengal and Bombay, and the gold pagodas 
of Madias freely oiiculated in the presidency and were used in 
the payment of revenue. Fiide by aide with them silver rupees 
ol various denominations were also used, but four varieties 
eventually predominated, namely : 


Denomination 

?ure silver content 
(grains) 

Sikka rupee (Bengal) 

... 176-9 

Surat rupee (Bombay) 

.. 16d-7 

Ai'cot rupee (Madras) 

.. I66-6 

Lucknow rupee (N. India) 

... 365-2 


Only the first denomination (Sikka rupee) retained the full 
value of the Mogul rupee; the other three had deteriorated. 
Accounts in Bombay and Bengal were kept in ‘ current ’ rupees 
(representing the estimated value of the standard coin). 

The inconvenience of having a variety of coins was long felt; 
a further trouble arose when gold appreciated after 1820. The 
Company tried to maintain a parity between gold and silver coins, 
but it soon became difiicult, and by the worldng of Gresham’s 
law gold was driven out of circulation. A 'drastic relform was 
therefore necessary. By the Ourrency Act of 1835, silver mono- 
metalHsm was adopted in India, with the rupee as the sole legal 
tender. The coinage of gold mohurs was permitted by the Act, 
but it was not to be legal tender and had to pass at its market 
value. In 1852, public trea.suries were prohibited from receiving 

f old coins. The new rupee was baaed on the Arcot rupee of 
(fadras. weighing 180 grains and containing 165 grains of pure 
silver. Half-impees, qi^er-ntpees, annas and pies were also 
coined on a nniform basis, further, the manageuaient of the 
currency was taken over by the Governor-General in Council, and 
henceforth remained entirely a central concern. Most of the 
Indian states also Mcepted the new currency partly or wholly, 
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and thus for the first time, the currency system of India was 
unified. 

A paper currency was also in use before 1858 and this gave 
some elasticity to the cui-rency system. Under the Acts of 1839, 
1840 and 1843, the Presidency "Banks of Bengal, Bombay and 
Madras wore authorized to issue notes payable on demand, but 
the circulation of the notes was limited to the presidency towns. 
Outside those towns, a discount had to be paid; even m Delhi 
and Agra, the discount came to Re. 1 for every 100 rupees. Nor 
were they legal tender. Indian tiaders went on using /iiindis in the 
traditional style. The Government had frequently to transport 
treasure from tiea&ury to treasury, and m this work the ‘ Native ’ 
army was employed.^ Thus, the currency system of the time was 
unsuited to the needs of modern economic life. 

Sir Charles Wood held strong views on cm’rency. Ho took an 
active part in the measures leading up to the Bank Charter Act 
of 1844, and as Chancellor of the Exchequer he had to deal with 
the monetary crisis of 1847. Wilson, the Finance Member, liad 
also settled views on ciUTency, and apparently they were not 
quite in agioement with those of Sir Charles Wood. Soon 
after his arrival, Wilson drew up a minute* recommending the 
withdrawal of the paper currency then in circulation, the issue 
of Government notes with the authority of legal tender and the 
building up of a reserve in coin and bnllion to the extent of a 
third of the notes issued, the rest being covered by Government 
securities. Wilson died not long afterwards, and it fell to Laing 
to put through legislation on these lines. The Currency Act of 
18fil earned out "Wilson’s chief objects, but the constitution of the 
reserve was ordained on more orthodox principles which were then 
triumphant in England. Sir Charles Wood wmte ; 

The sound principle of regulating the issue of a paper circulation 
is that which was e^oroed on the Bank of England by the Act 
of 1844, i.e. that the amount of notes issued on Government 
securities should bo maintained at a fixed sum, within the limit of 
the smallest amount which experience has proved to be necessary 
for the monetary transactions of the country, and that any further 
amount of notes should he issued on coin or bullion, and should 
vary with the amount of the specie in the Bonk according to the 
wants and demands of the public.*' 

Wilson, with more liberal views on oun'ency, might have 
resisted such a lead from Home, though perhaps without success. 
But Laing was prepared to follow the orthodox view; anyway the 
Act of 1861 restricted the fiduciary reserve within strict Ihnits, 
following the example of England. Currenesy notes were not to 
fee issued for sums below Es. 10. Wilson’s idea was to make 

'*■ I. T. Pritcharcti op. dt,, vol. I., pp. 98-9. 

* 96 Deoambeir 1,880. 

* PIspateli to tbe Gpvoroneat of India, Karcb 
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the five-rupee note the smalleat paper currency, and this was carried 
out in 3871., when provision was made for the issue of five-rupee 
notes. A Department of Issue was established at Calcutta; 
Madras, Bombay and Bangoon became the othei' head offices of 
issue, each with subordinate offices in its circle. The Head Com- 
missioner of the Department of Issue was the Master of the 
Calcutta Mmt; the Master of the Bombay Mint was also made a 
Commissioner. The notes issued by each head office were legal 
tender only within its circle. Notes were issued on the tender 
of current silver coin, standard silver bullion, other notes of the 
same circle or, if the Governor-General so directed, gold. By this 
reform the use of currency notes became popular, and that helped 
the gniwtb of trade and commerce.^ 

Thus the Presidency Banks had to give up their right of note 
issue. To compensate them for this loss, they were made 
bankers to the Government and were entrusted with the manage- 
ment of the Government debt. In 1866 agreements were entered 
into with the tliree Banks specifying these terms. The terms on 
which Government balances were to be held became the subject 
of frequent correspondence between the Government and the 
Presidency Banks, but it is not proposed to deal here with the 
vaj'iouB changes that subsequently took place in this respect. 

The other measure on which the new Government set their 
mind was the introduction of a gold currency. Bepeated attempts 
were made after I860 to introduce a gold currency, but with no 
success. In 1864 the Chambers of Commerce of Bengal, Bombay 
and Madras, and the Bombay Association (representing Indian 
mercantile communities) memorialized the Government for the 
introduction of a gold currency, and the Government, while un- 
willing to make the sovereign legal tender, saw no objection to 
permitting the use of sovereigns and half-sovereigns coined in 
England or Australia, and to receiving them in the public 
treasuries as had been done before 1852. Accordingly, the 
Government notified that sovereigns and half-sovereigns would be 
received in payment of Government dues as the equivalent of 
Rb. 10 and Rs. 6 respectively. The Directors of the Bank of 
Bengal pressed for making those gold coins legal tender, but the 
Secretary of State decided that the time was not ripe for the 
adoption of a gold currency. After 1873, silver depreciated and 
along with it the rupee; the drastic changes which this necessitated 
in the emtency system of India will be dealt with later. 

§8. Indian Financial Statistics 

The various modifioarions skethbed above have, perhaps, made 
the financial system more efficient and scientific, bub they have 
oeriiainly made the financial atatistios of India (till 1885) of doubtful 

' '■ Morel ani MoUrial Fta^rm (1873.a}, p. 18. 
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value, at any rate for compariaons from year to year or 
from period to period. Statistical comparisons are not possible 
when frequent changes take place in the method of keeping 
accounts, in the unit of account and in the heads of income and 
expenditure. 

The changes in the system of accounts have already been 
explained. In the result, some heads of account which used to be 
lumped together were separated, while others were consolidated. 
Before 1859, the expenditure was classified under three* mam heads, 
viz. (1) direct claims and demands upon the revenues including 
charges for collection and cost of salt and opium; (2) other charges 
in India; and (3) charges in England. The second item com- 
prised charges of the civil and political establishments, judicial 
and civil charges, public works including military bmldings, mili- 
tary charges, maiino charges, charges of the Eastern Settlements, 
mint charges and interest on debt.* 'Wilson's budget statement 
of 1869-60 classified expenditure under ten heads, namely, cost of 
collection, interest charges in India, military charges, stores (in 
England), marine charges, civil charges,* marine stores, stationery, 
mint, etc., miscellaneous, and guaranteed interests on railway 
capital. 'Wilson himself considered this classification to be un- 
satisfactory, and he contemplated, and his successor carried out, 
a more detailed classification of charges, and in the following 
year’s budget expenditure came under twonty-six heads. In the 
new classification, the cost of collection of the different items of 
revenue was given under separate heads; civil charges came under 
fom' separate heads (law and justice, police, education and politi- 
cal agencies); and the different charges met in England were 
consolidated under the now familiar tenn ‘ Home Charges The 
progress of classification did not end here. In 1885-6 the number 
of items increased to 4.5, and not long aftemards they became 47. 
Thanks to the efforts of Lord Bipon and his Einance Member, Sir 
Evelyn Baring (later Lord Cromer), a systematization took place 
in 1886, and in the budget statement for 1886-7 the accounts of 
the preceding ten years were incorporated in a reclassified form. 
Even after this reform the accounts of the Government of India 
remained a mystery to most people. 

Other factors which undermined the comparability of accounts 
from year to year were (1) changes in regard to the entry of the 
expenditure, especially that on public works, of which an account 
will be given presently; and (2) the alteration of the finandal 
year, which has been noticed already. 

^ ^ Sir Bichard Temple's ilfemorandim on the Adminietfative Measures eonneeted 
letihf Fitumoe, Jannai 7 1868. 

’ P, N. Banerjea, «ip. oit., p. 371, 

' Givi] chargee indaded all political, judicial and poUce establishments and 
all nonrtniittaw public works. 

^ Prom IfiTe the item ‘ Homo Charges ' was split up under tour heads, napiely 
India, provinces, England and exeihange. This last item disappSareft in 1808. 
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The mystifying nature of the Indian accounts led to complaints 
from Parliamentary select committees and royal commissions. In 
3885-6, the accounts of the years from 1861-2 were recast, but 
even the majority report of the Eoyal Commission on Indian 
Expenditure (1895-1900) did not think it safe to accept the figures 
given except for the totals of income and expenditure; and the 
minority report regarded even the totals as unreliable and accepted 
only the restatement of accounts by Lord Cromer which went 
back only to 1876-6.^ 

Another cause of confusion was the alteration of the unit of 
account at different times. The unit of account in common use 
has always been the rupee; and the Government received their 
revenues in rupees. But, for a long time, the unit of account for 
budget purposes was the pound sterling. Indeed the detailed 
accounts of the Government were kept in rupees and the only 
transactions in pounds sterling were the charges in England. The 
use of sterling in financial statistics caused some confusion owing 
to the difference between the English and Indian systems of 
notation, but the confusion became worse confounded when the 
rate of exchange between India and England began to fluctuate 
from 1873. Before that date the rupee was nearly always equiva- 
lent to 25. and this had been fairly steady from 1835 when the 
rupee became the legal tender. It was therefore easy to convert 
rupees into pounds, hut from 1873 the value of silver declined 
and the rate of exchange between the rupee and the pound 
began to vary from day to day. Prom 25. it fell to l5. Id. 
in 1893, but owing to the closing of the mints in that year the 
rupee appreciated to Is. id., and in 1898 it was stabilized at that 
rate. The ratio remained at that level up to the outbreak of the 
Great War. 

Two results follow from the depreciation of the rupee and its 
stabilization at a new parity. Firstly, this makes the chrono- 
logical comparisons of Indian revenues of doubtful accuracy owing 
to the change in the value of the unit of account. Thus a revenue 
of Be. 1 crore would have been £1 million before 1873, but 
only £666,667 after 1898. Secondly, a further element of specu- 
lation was introduced into the Indian budget, which was even 
otherwise largely a matter of speculation. The budget is always 
made up before the beginning of the financial year, and no 
financier was able to say exactly, in advance, how much the 
sterling obligations would be during the ensuing year. If the rate 
of rupee exchange rose, the Home Charges became lighter, but if 
it fell, their burden was enhanced thereby. If the ' budget rate 

* HepoH and Minutes efthe Hayal Oommieeion on the Administfation, of the 
B»pendaufe of Xndia, vol, IV {Ffnancial Swort, 1900), pp, 81 trad 164. 

Stephen Jacoib stated that a fair compansoa conid not he made of the eapendi- 
tore ofi feeXB prtoi: to 1876, owing to the diSei'ent modes of keeping accotmU. See 
vol, I, p. 186w 
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i.e. the rate estimated in the budget, happened to be higher than 
the average rate during the year, there would be a deficit; if 
lower, there would be a surplus. As the Home Charges went on 
growing, especially after the increased investment of foreign 
capital in India, the fluctuation of exchange became an embarrass- 
ing factor to the Indian Government. Up to 1886, such deficits 
were the rule owing to the demonetization of silver, and the 
Government entered under the heading ‘ loss in exchange ’ the 
difference between the actual rupee exchange and the traditional 
standard, which was 2s. After 1886, the Government adopted 
the system of giving the expenditure in India in the new unit of 
‘Rx.’ flO rupees) and the expenditure in England in £. The 
loss in exchange was then given in Ex. and in the fourth column 
the total expenditure was given in Rx. In 1886 the accounts of 
the previous ten years were recast on this basis. When the rupee 
was stabilized at the new parity of Is. id. in 1898, the above 
system was given up and the pound sterling was again adopted 
as the unit of account in the Indian budget, but the conversion 
of rupees into pounds was made on the basis of Rs. 15 per £. 
The loss in exchange was henceforward debited to the Gold 
Standard Reserve.* 

All these changes have tended to mystify and confuse the 
student of Indian finance, and it is necessary, therefore, to be 
careful in dealing with the statistics of the nineteenth century. 


‘ C. N. Vakil, Pimnrial Developments m Modern India, pp. 8B-92! K. T. Bhab, 
Sixip Years oj Indian Finance, pp. 42-67. 



OHAPTEE VIII 

THE EINANCING OE PUBLIC WOEKS 
§i. The Need for a New Policy 

In no field of administration was the change of policy after the 
Mutiny greater than in public works. Before 1858, there was 
indeed a Public Works Secretariat of the Government of India, 
but the progress of public works was slow.’ Lord Dalhousie 
gave a great push forward to public works activity, and during his 
period of office the outlay on public works (exclusive of railways) 
rose from £250,000 per annum to £2,000,000 per annum. Yet, 
the public works undertaken were chiefly for military purposes : 
road-making proceeded too slowly; irrigation made little progress, 
except in Madras and the North-Western Provinces; and railway 
construction was advancing at a snail’s pace. In 1857 there were 
hardly 300 miles of railway in India. 

The Government had long realized the economic value of irri- 
gation to the country as well as the financial gain to themselves; 
but the Company, huckster-like, shrank from all schemes that 
involved large monetary expenditure. Any large scheme of public 
works had to be financed by loans, but loans were generally raised 
in India only for ' extraordinary occurrences ’ like war, and such 
loans natm'ally raised some alarm in England. Whatever public 
works were carried out by the Government had been financed out 
of current revenue, and the increase of such burdens on the 
taxpayer was naturally unwelcome. 

After 1868 various circumstances brought home to the Govern- 
ment the imperative need for adopting a forward policy in regard 
to public works, Eirstly, ‘the occurrences of 1857 ’, as Sir John 
Btrachey tells us, ‘ gave such manifest proof of the enormons ntility 
of improved communications that the systematic extension of roads 
in connexion with the main lines of railway, which were gradually 
coming into operation, was among the measures most earnestly 
taken up when the financial pressure caused by the Mutiny had 
subsided Secondly, the expansion of commercial agriculture 
and the growth of plantations resulting from the rapid increase 
in the demand for Indian primairy products in the growing 
industrial area^ of Europe impressed the Government with liie 
need for the extension of roads, railways and irrigation works. 

* The Publie Worhs Seeretariat of the Qvmoment of India was cooaliitialied in 
1866} in the same year, jinmncial dejiartments were estahlii^ed in Bomhay and 
Ma&as. 

• VAumemr and PubUe W(frht of India (1889), p, 87. 



THE FINANCING OP PUBLIC WORKS 


]09 


The cotton-grower of Bombay and Berar, the jute-grower of 
Bengal and the tea-planter of Assam were badly in need of roads, 
and this demand forced its attention upon the Government 

For the moment, however, the public works that interested 
the Government of India most were military barracks. As 
Trevelyan said, the mania took possession of the mind of adminis- 
trators, and much money was devoted to the construction of 
barracks from 1865, Soon, however, the Government were loused 
from this preoccupation by the terrible famine of Bengal and 
Orissa in 1866-7. While the gram markets of Bengal weie glutted 
with food-stuffs, a third of the population of the neighbouring 
region of Orissa died of starvation, because there was no means of 
transporting the gram. With a great effort, gram was brought by 
sea, but it took a long time to carry it from the coast to the 
stricken people in the interior.^ This terrible experience opened 
the eyes of the Government more than anything else lo the urgent 
need for making more roads and railways. In the Financial 
Statement for 1867-8, Massey said : 

If any doubt has liitherto existed as to the expediency of 
engaging in great and extensive schemes of irrigation, that doubt has 
been completely diapelJod by the lamentable events of the last year. 
There can be no deliberation in dealing with famine, and the issue 
forced upon the Government has been, not whether it shall engage 
in specidations which may yield an uncertain profit, but whether 
whole districts of the eoimtiy shall be exposed to a periodical depopu- 
lation for want of those preventive measures which human power 
can command.® 


§2. The Introduction of a Now Policy 

The urgent need for more inigation works and railways was 
recognized, but the question that remained to be solved was as 
to what agency should finance them. The Government had 
always been reluctant to borrow for such purposes and therefore 
sought private companies to undertake the work on a guarantee 
basis. Private companies did come forward, and a few railways 
were oonstructed; but owing to the use of too costly materials 
and lack of experienced operatives, progress was slow, losses 
were great and a heavy burden fell on the public revenues.® 
Similarly, the two canal companies that took up the 

I Acoording to Pritohaid, the delay in pioviding relief wee largely due to the 
bnteaucratio methods of the Qtwemments in India. There was a triangular duel 
between the Vicoioy, the Gnvomar of Bengal, and the Boaird of Beyeuue of 
Bwgal. The Board of Revenue was asked for an explanation, and in their reply, 
they took their stand on the lufaltible go^el of lamett-fcare 1 See Indian Admint- 
ttralion, vol. I, pp. 2S9-4S. 

LagWtaUve Oinmoil PToaaadings, B March 1067, p, 148. 

* The Oxeat Indian Benineular Company began work in 1860 between Bombay 
and Thena. Ifext came the Bast Indian Railway, the Madras Railway, tha 
Bombay, Bttroda and Central India Railway aind the South Indian Railway. 
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Tungabhadroi and Orissa canal projecls expected quick returns and 
spent more money than 'was originally estimated, and so they were 
faced with financial rum. Lord Canning was a firm believer in 
private enterprise, and it was he who entered into an agreement 
with the East India Irrigation Company; but its operations on the 
Mabanadi Delta were proceeding too slowly, and, owing to the fear 
that land revenue would be enhanced on the imgated land, the 
landowners gave a cold reception to the new canals. Thus, the 
canal construction was put oil, and in the meantime the rains failed 
and famine broke out in Orissa. The Madras Irrigation Company 
had similar experiences with the Tungabhadra Canal. Both the 
Companies exhausted their funds and appealed to the Government 
for financial assistance or for further guarantees. 

This raised an interesting controversy. In 1863 Sir Charles 
Wood (Secretary of Stale) invited opinions from Indian Govern- 
ments about the soundness of entrusting irrigation to private 
enterprise. Sir Henry Maine argued against private enterprise, 
on the ground that ab‘, hght and water must never become private 
property. Sir John Lawrence (Viceroy) objected to it on the 
ground that it would be unwise to place the people of India at 
the mercy of a British joint-stock company for the supply of such 
an important article as water. The Secretary of State decided 
that these works should be carried out by the Government with 
surplus revenue, available balances, and, failing these, loans. 
Massey, in bis Financial Statement for 1866-7, said that there was 
ample scope for both the Government and private companies. 
After aU, a trading company had ruled the whole country for over 
a century without creating dismay among the people. However, 
the central factor to be taken into account was that the profit 
from irrigation would accrue only gradually. Therefore only a 
Government could have the interest to wait; for in India, there 
was, especially in those days, a vital connexion between irrigation 
and public revenue. Hence the anxiety of the Government to 
supply the ryot with water for his fields. 

It was accordingly decided to finance irrigation works by loans. 
Massey announced in April 1867 that in Mure the expenditure 
on irrigation works wordd be financed by loans, and that only 
the InMeat on the capital would be met from current revenues. 1 
Then, there arose another difficulty. Two rival schools oi 
engineers were engaged in a controversy about the technique o: 
irrigation works. ‘ We have had difierences of opinion,’ saic 
Massey, ' differences likely to arise between eminent engineers- 
as to the mode in which these works should be carried out. . . J 
Whilst that conflict was raging, it was difficult for an unskill J 
Government to take upon itself to pronounce an opinion.’ Th V 
these learned diaous^ns went on, wMe the people of Orissa die' 


* Finimdal Steiemeat, 1867-8. 
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in large numbers. Pritchard naively remarks : ‘ It was as if tvvo 
surgeons allowed a patient to die of ha?morrhage while they dis- 
puted about the kind of bandage that should be used to stop the 
bleeding.’^ 

At last, the Viceroy made up his mind. The appointment of 
Colonel (afterwards Sir) Eichard Strachey as Superintendent of 
Irrigation was a good beginning. He prepared a scheme of irriga- 
tion works, and the scheme soon received the approval of the 
Home Government. On 3i March 1868, the Viceroy placed 
before the Council a statement of the irrigation projects contem- 
plated or started in the different provinces. He also pointed out 
that although the Government were anxious to carry out irrigation 
works, and had accepted the principle of financing them by borrow- 
ing, the utmost care was necessary that more designs should not 
be taken in hand than could be carried out with due regard to 
economy and to then’ resomrees which consisted of borrowed 
money. The Government also obtained the services of thirty new 
civil engineers from England. ‘ It was the peculiar duty of the 
GoveiTunent of India’, said Lord Lawrence, ‘to see that all 
proper precautions are taken to prevent the hasty or wasteful appli- 
cation of borrowed money to new works; and at the same time 
to provide all needful funds for the prosecution of works of 
ascertained utility and satisfactory design.’ ® 

The new pohey was pushed through, and its success was 
due chiefly to the enthusiasm of Richard Strachey.® The irriga- 
tion enterprises in Orissa and Kurnool were purchased by the 
Government at great cost, but the ventures directly undertaken 
by the Government w’ere more successful. Up to 1880-1, the outlay 
on irrigation works from borrowed funds came to £13 ,500 ,000- 
(including the purchase of the Orissa Canal works). The produc- 
tive works proved profitable to the state, and yielded a net return 
of 7 per cent, even in 1880. 

§3. Construction of Railways by the State 

In regard to railways also, a similar change of policy took 
nlace soon afterwards. The Mutiny demonstrated the importance 
,f railway extension, but the operations of the companies 

_ * op. oit., vol, I, p. aso. See also Select Committee Report on East India 
Jnanee (187®, pp. 149-60 (Trevelyan); 365-7 (Lord Lawrence). Also Imperial 
ottelieer, vol. in, pp. 398-30. Report of the Indian Irrigation Gotmaisaion 
900-8), Part I, pp. 27.S. 

L * Speedb on 81 March 1868, Legislative Council Proceedings, p. 938. 

• Major General Sir Bicbard Strachey, elder brother of Sir John Strachey, 
Ig^^Kan engineer and held many high poslej was Consulting Engineer, Bailway 
yjj ^rlment (1868); Secretary, P.'W.D. (1869); Superintendent of Irrigation (1866); 
jjjifeetor-Generel of Eailways, India Ofdoe (1871); President of the TTiSTan 
;mne Oomiuission (1878-9); acted as Finance Member and Mflitary Melnher of 
t Supreme Coundll (1878-9); Retired and became Member of the India Ooun<^ 
j 879-89) I Member of the Herseholl Committee on OuiTci^ (1899). He coHa- 
vjtated with his bro&ffl; in the wori, Prnanoee anil Public Worlts of India, 
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proceeded too slowly, and tlieir business position was far from pros- 
perous. As Sir 'William Denison, Governor of Madras, wrote, the 
guarantee system threw on the Government the greatest risks of 
railway construction with the least participation in profits,^ and 
he suggested that the Government would benefit by directly 
undertaking it with borrowed money. Laing, Finance Member, 
wrote that in the guarantee system all the advantages of private 
enterprise were neutralized. The Viceroy, Lord Canning, also 
agreed with these views. The guarantee system thus became dis- 
credited, and opinion grew steadily that the state should directly 
construct railways, but the depressed condition of the Government 
finances stood in the way of immediate action. An attempt was 
made to invite companies, at least to construct feeder lines with 
no Government guarantee, but without much success. Modifica- 
tion of the old guai-antees was also tried, but all this was not 
calculated to push on railway construction at the pace required in 
the conditions of the time. 

In the ease of railways, as of irrigation works, a forward step 
was taken by Lord Lawrence, when he was Viceroy. In a 
dispatch of 18G7, he pointed out that it would be politically 
dangerous and economically emban-assing if large investments of 
private capital from abroad were made in India, and that direct 
railway construction and management by the State was desirable 
and feasible.® These views were supported by the members of 
his Council and by sevei’al expert engineers. It was also suggested 
that all the railways in India should be ultimately acquired by 
the Government. But the Secretary of State did not approve of 
the proposal. Sir Stafford Northcote was a film believer in 
laissez-faire. 

In 1869 the Government of India’s suggestions met with a 
better re.sponse from ’Whitehall, as in the meantime the Duke of 
Argyll had become Secretary of Slate. ..In a Minute of 9 January 
1869, Lord Lawrence cru^ingly refuted the arguments against 
railway construction by the Slate and established that under the 
guarantee system the whole profit went to the companies and the 
whole loss to the Government. A vigorous onslaught was made on 
the gospel of laiasez-faire in this Minute. ' It is on abuse of 
language to describe as an interference with private enterprise what 
is only a refusal to support private speculators and to guarantee 
them from all possible loss by the credit of the state, or to allege 
that the investment of capital by private persons is hindered by 
Government executing the works, when private persona refuse to 
do so at their own risk,’ Tliere was not the slightest doubt "that 
the Government, with their long-standing experience of public 
wcadte in the country, could execute such works more cheaply 

' ntspateh No. 68 {RftUwny), 27 July ISftl, 

I » Jf. eeoniB tfr hato drawa ap sobemfe, J". d; B. S^rachey, op, eit., 
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than British companies which had little experience of Indian 
conditions. 

It had been suggested by the Secretary of State that state 
activity should be confined to ' ^litical ’ lines and that ‘ commer- 
cial ’ lines should be left to private enterprise. Lord Lawrence 
pointed out in reply that under such an arrangement the Govern- 
meut would take all unprofitable lines and leave all the profitable 
ones to private compames, and into the bargain the companies were 
guaranteed against loss. Natui-ally, state effort would be dis- 
credited under such conditions. Therefore both ‘ political ’ and 
' commercial ’ lines should be constructed by the same authority, 
so that the loss on the one might be made good by the profit on 
the otlier and the Government should take up both.^ Lord Mayo 
accepted the same policy, and the arguments were pressed in a 
Dispatch of 11 March 1869. The Secretary of State finally agreed 
that the time had arrived for a change of policy in this direction 
and advised the Government to raise money so far as possible 
in India and to keep a strict eye on economy and efiSciency.® 
A scheme was prepared at once for the construction of 16,000 
miles of railway, comprising fifteen different lines.® 

§4, The Progress of Public Works 

Lord Mayo took a great deal of interest in public works and, 
deviating from precedent, he took charge of the Public Works 
portfolio along with Poreign Affairs, chiefly because much of the 
increase of expenditure was in that department. As the member 
in chai-ge, he made it a point to make an annual statement of 
the work of the department in the Council and in this he was 
far ahead of his time. In 1870 he told the Coxmcil about ‘the 
great advantage that would be derived, if members of Council in 
charge of the great spending departments, would lay before their 
colleagues a short abstract of the mode in which these gi’eat sums 
of money have been, and are to be, disposed of in order to give 
to the public an opportunity of knowing in detail how these sums 
are likely to be expended 

In 1868-9, the actual expenditure of the Public Works 
Department was largely in excess of the budget grant. Eichard 
Stranhey pointed out that ‘the excess must be attributed to a 
failure on the part of the controlling ojBficers of the (Public Works) 
Department in the important duty of limiting the supply of funds 
to the disburping officers, within the limits assigned by the grants 
regularly made by the Pinanoe Department for the several headp 
of service under which tlie public works expenditure is divided 

‘ J. & B. op. oil., pp. 406-7; N. Saiiya!, Indim jRailmWi p. 7t». 

’ Dispotch, IS JoJy 1869. 

* CovfieU Preosedings (1870), pp. 340-68. 

■* LtpsbfUtie Oountil Peaesidiitfff (MTO), p, 988. ' 
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Ho-wever, he also added in extenuation of this irregularity ; ‘ When 
it is remembered among how many different provinces this outlay 
is divided, and further among how many disbursing officers and 
on how many separate works the sum has to be distributed, the 
amount of individual irregularity is much less than might at first 
sight be supposed.’^ 

In the year 1869-70 the total estimated expenditure of the 
Public Works Depai’tment was millions of which £ 5‘3 millions 
were spent on ‘ ordinary ’ public works and ;fi2-6 millions on 
* extraordinary ’ public works. They were distributed between the 
provinces as follows : 


£ 

Madras ... 836,000 

Bombay ... 1,450,000 

Bengal ... 1,360,000 


£ 

N.-W. Provinces ... 866,000 
Punjab ... 866,000 

Central Provinces ... 328,000 


Owing to financial stringency, these grants had to be cut down 
in the middle of the year by about i9800,000. To this must be 
added the amount given as interest on account of the Eailway 
Companies under guarantee, i.e. £1,570, 000. Even then, the 
outlay was lai'ge. Mayo estimated that the expenditure of the 
Government of India on public works was 17 per cent, of the 
total available net revenue of India, which was put at £28,900,000.® 
Nearly all the railway lines till then constmoted wevo on the 
broad gauge (5 ft. 6 in.).® As their financial results were not 
encouraging. Lord Mayo decided to economize by constructing the 
new lines on a metre gauge (3 ft. 6 in.). In his opinion the 
narrow gauge would meet the requirements of India for a long 
time to come. He told the Legislative Council in 3871 : 

If a gentleman of small means, who proposed to start upon a 
journey, pumhased an elephant in order to carry a donkey-load c ^ 
baggage, I am afraid that his friends would consider him to bj 
possessed of that limited amount of intelligence which nature her 
bestowed upou the humbler animal.* I 

. . . i 

Mayo also suggested a change of policy in regal’d to irngatioi 
but he recognized that there was one great difference between raiC 
ways and irrigation. The benefits from an irrigation work wei< 


‘ heffitlative Council Procsedingt (i8S9), pp. 84.0-1. 

’ The total net reyeune was cslealatod S 7 deducting fron) the gross reveni 
all imperative charges like costs of collection, interest payments, pension charg I 
etc. See Lepiatathe Oonwnl Pneeeiings (1870), p. SS9. 1 

* The chief exception was the Bouth Indian Bailway, whidh was construeif 
on the narraw gauge. | 

*• LcgUlatwa GtatneU ProceedvMs (1871), p. 440. A difference of opinion ar 
on the fluestion^ at gauge. W. T> Thornton read a long paper on this sub, 'cot 
b^re tho Institution of ChQ BSnginsers, London, and a hot discussion ion it 
centinusd. for seven evenings I Bee Thornton, The HeUtiuB Mvemtagos A* 
$ ^ 6 <B, Gmtgi mi tbe itfetre Gauge for th« State RaHmaga of Mia 
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r68ip6d by the people of ft limited ftrefti and therefore it was but 
fair to localize responsibility in regard to that. He said : 

Everybody seems to desire irrigation, but many seem to desire 
that somebody else should pay for it. But as a matter of piunciple, 
the people in Madras should not pay for the enrichment of the 
Punjab, nor the people of Bengal for the irrigation of Sindh. Unless 
the (Government tiro supported in organizing a system by which these 
works can be constructed without placing further serious charges 
upon imperial revenue, I greatly fear that many of these important 
fiperations may not be undertaken at all, or if they are undertaken 
they may r\in the risk of being stopped before they are finished.^ 


His idea was that these works must be self-supporting. ‘ We 
must establish’, he said, ‘a system of iiTigation finance that will 
throw the mam burden for the repayment of the capital and 
interest expended on these works upon the lands which benefit 
by them.’ The cost and returns of each work must be known. 

‘ Wo desire to separate as much as possible the finance of 
the reproductive operations from the ordinary finances of the 
]<lmpire.' 

It was this conviction that impelled Lord Mayo’s Govern- 
ment to pass tho Northern India Canals and Drainage Bill in 
which it was sought to impose a compulsory water rate on the 
whole area supplied by an irrigation work. It was supported by 
Richai-d Temple, John Strachey, and others who were firmly con- 
vinced of the justice of a compulsory rate, but several other influ- 
ential persons disagreed on various grounds and in the end, 
although the bill was passed by the Council, it failed to receive 
the assent of the Secretary of State.® 

Another step taken by Lord Mayo for extending the facilities 
of irrigation was to place on a secure footing the traditional takkavi 
system. It was not sufficient to provide large irrigation works 
and the main channels. A large number of smaller channels were 
necessary to bring the water into the fields, and they were neglected 
,n several places owing to want of capital. This caused delay 
•n irrigation works being properly utilized and made them in- 
* jlective in preventing famine. It also put off indefinitely the 
Jay when tho canals would give an adequate return on the capital 
-invested. Accordingly a Land Improvements Bill was passed by 
hhe Council in 1871. The Madras Government objected to it on, 
Jibe ground that it would result in the ‘ reckless spending of 
-nilHons It was also remarked that the central Government was 
1 tying to throw on private individuals the financial burden of 
isnrks which it was the duty of the state to carry out. Lord 
ojlayo, who was greatly instrumental in carrying out this legisla- 
ion, referred to success of the system of Govermhent advances 
was in operation in Ireland especially during the great 



Spe^ on 31 Mariih 1871. L$gi!latite Ocunctl TroeiedinAs, p, HI, 
PmeedinQs (1^), pp. >669-e8. B71-717. 
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famine thei’e. ‘ Tlie whole system he said, ‘ worked like clock- 
work, with great advantage to the country and without the 
smallest risk of present or future loss to the state. 

In the same year an Act was also passed to enable munici- 
palities and other local bodies to borrow from the Government for 
carrying out public works.^ These three Acts were very helpful 
in the extension of local public works. 

The borrowing programme of the Government from 1869 will 
be clear from the following table which gives the annual outlay on 
state railways and irrigation works, and the amounts raised by 
loan. 


Year 

Outlay on public 

Amount latssd 

works eastraordmary 

by loan 


£ 

£ 

1869-70 

... 2,599,614 

5,681,431 

1870-1 

... 1,367,810 

3,626,235 

1871-2 

... 1,628,474 

2,544,285 

1872-3 

... 2,184,669 

2,063,922 

1873-4 

... 3,553,307 

... 


Total ... 11,133,774 

13,916,873 


Of the iClS millions thus borrowed, ^1'6 million was repaid in 
1872-8, and the balance was £124 millions. Of a total of 
£13 millions borrowed, £12 millions was raised in England. A 
Eesolution of 1873 laid down an annual borrowing programme of 
£4J- millions, but for various reasons, this was later reduced to 
£3 millions. 

Besides the outlay on ‘ extraordinary ’ public works mentioned 
above, considerable sums were spent on ‘ ordinary ’ public works. 
Generally such expenditure was larger than the outlay on ‘ extra- 
ordinary ’ works mentioned above. 

The return from capital works cannot accrue immediately. 
Nevertheless, owing to the nature of the works selected, the 
Government did not incur any loss. The canals paid 6 per cent, 
and the railways 6 per cent, on the capital invested. To this must 
be added the indirect benefits, the increase of economic prosperity 
and the prevention of famine. 

§5. Military Barracks 

A large part of the public works carried out during the period 
consisted of buildings for the housing of European, soldiers in India. 
A Eoyal Commission reported in 1863 on, the very insanitary 

* ti«S[Utativ6 Omneil Proeeedingi, 98 September 1871, p, 647) also 1870, 
jip, 497-TOO tmi 1871, pp. 167, 613, 648-9. 

* Legi»ttttive OttunmU Proeegdingt (1971), pip. 4-8 and 61I-B. 
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conditions in which the British soldiers in India had to live. 
Although Sir Charles Napier, when Commander-in-Chief, had 
carried out some improvements before the Mutiny, most of the 
barracks outside the Eunjab were of one storey, imperfectly ven- 
tilated and with ill-arranged drainage. Some of them were tem- 
porarily put up to house the new European force of 20,000 
additional men whom the Mutiny brought into the country. Lord 
Elgin was impressed by the Sanitary Commission’s proposals, and 
in 1863 he decided to construct new barracks, and appointed Col. 
W. A. Crommelin in charge of the scheme.^ Lord Lawrence was 
even more convinced in the matter, and he decided, after some 
consultation, to put up two-storeyed buildings, as it was opined 
by various authorities that sleeping on the ground floor was often 
the cause of malaria. The total estimated cost was between 10 
and 12 million pounds, Trevelyan wanted to spread the expendi- 
ture over five years and to raise part of the amount by 
loans, as it would be unfair to put the whole burden on current 
revenue. The Secretary of State therefore decided that ‘ when 
the surplus revenue and available balances prove insufficient to 
supply the requirements of the country, funds, by means of 
loans, shall be raised'.® Massey continued this policy and for 
two years a part of the funds was borrowed.® But subsequently 
doubts arose about the advisability of borrowing for unremunerative 
purposes, and it was decided, and the Secretary of State insisted, 
that the new military buildings should be financed from ordinary 
revenue. Thus barracks ceased to be extraordinary works, and 
year after year between one and two million pounds had to be 
spent on barracks, and this generally formed more than half the 
annual expenditure on ' oi’dinary ’ works.* Further, the estimates 
were largely exceeded owing to the rising prices and wages. 
The cost originally estimated was ^180 per soldier; the actual 
cost came to ifi250 per soldier.® The result was that ‘ noble 
structures, providing for the married and unmarried soldier quarters 
equal to the best to be seen in any country, were rising up at 
Allahabad, at Lucknow, at Hyderabad, at Poona, at Bangalore, 
at Indore and at many other stations,’® but as a result there were 
frequent deficits. 

Sir Charles Trevelyan, among others, severely criticized the 
policy of constructing barracks at such excessive cost. In his 
evidence before the Select Committee on East India Finance, he 
said : 

Every now and then a fever, a sort of epidemic, takes posses- 
sion of the public mind; the Hie, the mania of an individual, becomes 


' Besofation, E July 1868. * Binsacial Stataneat, fSSfi. 

* Fteandal Statement, 31B87. 

‘ B. Strachey'a evidence f^etore the Select Ctomittee {18731, q(i. WISJ'S. 

* W. A. Ctommelin^s eMdence before the Select Committee (iMs), csi. 66 - 19 -, 

* IFem|i|e's apecob, see Liffittatiee CosemT Ptoneviimg) Cl.8w}, p. Iw. 
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intensified when it seizes upon the public mind. Well, wo had a 
fever of sanitation a few years ago, and one result of that is, that 
the people of India have been let in for an expenditure of £10,000,000 
or £11,000,000, much the largest portion of which has been entirely 
thrown away, in new barracks. ^ 

Trevelyan quoted this as an example of Indian expenditure 
increasing abnormally owing to inflnences from Home. G-rant 
Duff questioned the statement that the bairacks were forced 
on India by the Secretary of State, but Trevelyan held his 
ground. 

Another line of ciiticism was that the plan of the building was 
not suited to all parts of India. ‘ A standard plan ’ for barracks 
was accepted for the whole of India, but that was rather unsuit- 
able. Sir Bartle Drere wrote ; 

Of all crotchets, this ‘ standard plan ’ crotchet is the most 
runaway of hobbies. Of course the barracks can be built according 
to the ' standard but they must be at best necessarily unsuitable 
in a ratio varying as the distance of the site where they are built, 
from the spot whore the slandard-plan-maker learnt his notions of 
comfort. 

Drere was therefore in favour of each province building barracks 
suited to its conditions and needs. 

Let us all try who can do best for our soldiers with the money 
you can give us. Let us compare notes and learn by each other’s 
success or failure and then in ten years’ time, you may be able to 
tell how soldiers should be housed in each province. Bui the 
' standard’ set up by experience for one province will always difier 
more or loss from the ‘ standard ’ of its neighbours.® 

Sir Charles Trevelyan had apparently given his consent to two- 
storeyed buildings in 1864,® but in 1873 he vehemently criticized 
the whole policy. He said : 

The particular kind of buildings two or three storeys high pre- 
senting large surfaces of stone and brick and tile to the Indian sun 
was totally unsuiied to the eiroumstances of the country; the true 
model is the Indian bungalow.* 

However, in 1870, it was resolved that upper storeys were only 
necessary in damp places. In the hill stations a much less 
expensive style of building was adopted. The total expenditure 
on all military works in the period 1862-72 was ^10,800,000 or 
an average of one million pounds a year. 


* Seltct Gommitlei Rsport (1878), 418. 

* Letter to Trevelyan, 34 November 1868; see L Martmean, op. cit., vol, I, 
p, 480. 

* lyiimiie, 19 Match 1864. 

* SeUei OonmitUer Report (187$, p. 83; hnt in 1884, be said: ' I agree vntb 
ld)|9 8h>vetDDr''(3)eneral in pmfeirring nppBC-etoreyed batzacbe. ... 1 am eatU^y 
agMnet tbe cottage system.’ Sed Mmnte, l9 March 1664. 
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§6. Public Works Administration 

"When the policy of carrying out public works with borrowed 
funds was adopted in 1867-8, the works so undertaken began to 
be called ‘ Extraordinary Public Works ’ , as they were not paid 
for out of the ordinary revenue of the year, and a separate account, 
showing capital, interest and working expenses was kept for each.* 
This practice, in some form, seems to have obtained since 1855, 
but Wilson did away with that distinction between ‘ ordinary ’ 
and ‘ exlraordmary ’ expenditure, as both were drawn from current 
revenue.* With the I'osort to loans, the lerni ‘ extraordinary ’ did 
have a real significance. Put ‘ extraordinary ’ public works com- 
prised not only renumorative works, but others which were of 
doubtful renuiuerativencss like the Orissa irrigation woi'ks and the 
Calcutta and S.E. Pailway and even unproductive works like the 
military barracks. Such works were indeed needed for protection 
against famine or foreign invasion, but it was necessary to separate 
productive public works financed by loans from other works 
financed from the current revenue. That part of the debt con- 
tracted for works regarded as remunerative was marked off from 
the ordinary or unproductive debt and was charged to the capital 
account. This new system was explained in Public Works 
Eeaolution of July 1873. 

The introduction of the new public works policy necessitated 
changes in administrative machinery. A central Secretariat had 
been in existence since 1854 to control irrigation, railways, civil 
and military buildings and communications. Owing to the growing 
complexity of its activities, this Secretariat was later split up. 
In 186.3, an Inspector-General of Military Works was appointed; 
and in 1867, a similar Inspector-General was appointed for irriga- 
tion. Pichard Strachey was the first holder of the latter post. 
In 1866. thi’ee branches of the Public Works Secretariat were 
formed, each under an assistant secretary : the Military Works 
Branch, the Civil Works Branch (including Irrigation) and Eail- 
ways; and in 1870, the Public Works Account Department was 
recognized as a fourth branch of the Secretaiial with a deputy 
secretary in charge. In the following decade the Military Works 
Branch was completely separated from the Public Works Depart- 
ment and became part and parcel of the army organization. Thus 
ended the connexion between the Public Works Department and 
military works. 


* X & B. Strachey, op, cit., pp. 94-5. ' The truth is that these eo-called 
extraordinary public works . . . ar? only extraordinary on account of their magnt- 
tode and of the difficulty, at all times, of providing for them out of the ordinary 
revenues. Tn no other sense are they extrawdinary.’— John Strachey in -fte 
ZiesisTstive Opuncil, 

^ Sir Bidnsiid Temple, tfemoronduM on MitthtiitraUve Havhiimy connected 
leith Finettm 
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The consulting engineers for railways were originally under 
the provincial Governments. With the construction of railways 
by the State, greater centralization in the hands of the Government 
of India became necessary, and it was moreover undesirable to 
have lines which traversed more than one province under the 
control of the various provincial Govermnents. The consulting 
engineers became officers of the Government of India, except in 
Madras, Bombay and Burma, where they remained seoretaades for 
railway purposes to the local Governments. The Bengal Govern- 
ment continned to have some control over the Eastern Bengal 
Eailway. 

The growth of the Public Works Department may be seen from 
the following table showing the expenditure on public works in 
the five decennial years 1842-3, 1852-3, 1862-3, 1872-3 and 1882-3. 
It also brings out the total expenditure of those years and the 
proportion that public works expenditure bore to total expenditure. 
It must be noted that in the public works expenditure is included 
not only capital outlay by the Government but also working ex- 
penses of the state railways and canals, together with all charges 
for interest (namely, interest paid to guaranteed and subsidized 
companies, and interest debited in respect of capital outlay on pro- 
ductive works even when that capital was not actually borrowed 
but was provided out of revenue). Thus it represents all the 
financial transactions both on capital and on revenue account.'^ 


Year 

Eapsnditure on 
public works 
£ (millions) 

(1) 

Total 

expenditure 
£ (nulltons) 
(3) 

Proportion 
(1) to (3) 

1842-3 

•19 

21-43 

-96 

1852-3 

•63 

25-27 

2-63 

1862-3 

... 4-40 

37-76 

11-58 

1872-3 

... 12-52 

66-87 

21-96 

1882-3 

... 23-71 

73-09 

32-48 


MQfal and Material Progress (1883-8), pt>. 363-4, 
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THE LAND REVENUE SYSTEM, 1858-1900 

§1. Modifications in the Tax System after 1858 

The transfer of the Government of India to the Crown was 
followed by some changes in the revenue system of British India. 
Until 1858, land revenue foimod about one-halt of the total 
revenue of British India, and fiscal monopolies in opium and salt 
contributed about 30 per cent. Customs, excise and other indirect 
taxes brought in very little, and there was no tax on income. 
This antiquated revenue system, which pressed so heavily on land 
and so lightly on non-agiicultural incomes, was modified after 
1858, largely owing to the needs of the central Government, The 
first Finance Member, James Wilson, enunciated some new prin- 
ciples in his budget speech. ‘All taxation’, he said, 'must be based 
on the postulate of perfect e(]aality and justice as between the 
different classes of the community.’ He also laid down that ‘ all 
taxation must be in accordance with sound commercial and financial 
policy’.* Accordingly, he introduced a direct tax on income and 
reduced the burden of indiieot taxes. The principle of free trade 
which he emmciated was subsequently put into operation by 
Strachey and Baring, who were even more ardent in its advocacy. 
But after 1914:, the tide turned and customs duties were gradually 
increased, first in the intere.sta of revenue and later with a view 
to protection. 

Important changes were also made in the assessment and col- 
lection of various taxes. In this chapter and the next, blip 
principal revenues of India during the period under survey will 
be dealt with. 

§2. Proposal for extending the Permanent Settlement 

A standing complaint against the Government throughout the 
nineteenth century was that the high land revenue assessments 
in the temporarily settled tracts were responsible for the frequent 
outbreak of famine in the country. Colonel Baird Smith, who 
was appointed by the Government to inquire into the famine of 
1860, held this view, and he made a strong recommendation in 
favour of * fixing for ever the public demand on the land He 
wrote ; 

It may be supposed that a great sacrifice of public revenue is 
involved in the concession of a perpetually fixed demand on the 


* Budget Bpsecih, 19 S’eteuacy 186ft, 
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part of Government. Tt is to be obsenred, honrever, that, with a 
single exception Lo be noticed separately, the recent tendency of the 
measures of Government has shown a different conviction, and indi- 
cated a belief that its interests are best secured, not by general 
enhancement, but by general lightening of its demand on the land . . . 
The land would enjoy the benefit of such accumulations and as a 
necessary consequence of the increased prosperity of that class which 
must always be tlie very core of native society, and with the 
strength and the weakness of which the social fabric generally must 
always have the aoutest sympathy, trade and commerce and general 
wealth would not only increase, but as years passed on the commu- 
nity must grow stronger and stronger and the risk of its collapsing 
under any such calamities as that we are now considering would 
gradually become less and less.^ 

Of the provincial Governments, Bengal, of course, supported 
the proposal. The North-Western Provinces favoured the intro- 
duction of the Pennanent Settlement on the ground that it would 
save the expenditure on periodical re-settlements and would 
enhance the prosperity of the people by increasing the investments 
in land and by raising the value of landed properly.* On the 
other hand, the Punjab Government pointed ont that the public 
fisc would lose by making the Government demand permanent. 
In moat parts of the country, land values were increasing, and 
the rising prosperity of the landed classes justified a higher burden 
on land, but that would not be possible under a permanent 
settlement. On the Supreme Council Frere and Laing supported 
the proposal. The Secretary of State (Sir Charles Wood) reviewed 
the whole question and resolved to sanction a permanent settle- 
ment wherever the existing settlement was equitable and fair, 
and where no considerable increase in the revenue was to be 
expected. It was anticipated that these conditions were fulfilled 
in the greater part of northern India. 

Lord Lawrence, who became Viceroy in 1864, proceeded to 
carry ont the intentions of the Secretary of State. But he found 
great practical difficulties in the way. In 1864-5, it was decided 
not to make the settlement permanent in the case of estates or 
villages where the cultivated land did not amount to four-fifths 
of the cultivable area. Subsequently, the extension of irrigation 
works in northern India made it unprofitable for the Government 
to carry out a permanent settlement. 

In 1871 this question was further investigated by the Select 
Committee of the House of Commons on Bast India Finance. Sir 
Ghai'les Trevelyan and Lord Lawrence gave evidence strongly 
supporting the extension of the permanent settlement on the condi- 
tions prescribed by Sir Charles Wood. Trevelyan cited the example 
of Bengal. * Bengal is the garden of India; it is a wonderful 

* BepiH, 14 August 1861. 

* Hinutes, 6 ana 81 X>eea>nb«; 1661. 
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country. Notwithstanding? all the mistakes which wei’e made, and 
the deterioratinff, disqualifying circumstances, especially the fact 
that the persons with whom the settlement was made were not 
really the owners; notwithstanding all that, Bengal has flourished 
wonderfully under the Permanent Settlement.’^ Lord Lawrence 
emphasized the unsettling effect of the thirty years’ settlement 
and said that permanent settlement would encourage the investment 
of money in land and the gradual growth of a middle class.® On 
the other hand. Sir Robert Montgomery, Sir Charles WingfiGld and 
others disapproved of the propo.sal to extend the peimanont settle- 
ment, on the gionnd that it meant a, large sacrifice of prospective 
revenue, especially in periods of rising prices.’ This latter view 
aiipealcd to tlie Select Committee at an early stage of its sittings, 
and it recommended (1871) that the proceedings in regard to 
permanent settlement should be suspended. 

The controversy continued. The coup de cjrdee came in 
1883, when the Secretary of State finally agreed to the abandon- 
ment of the policy .'*■ This decision was largely influenced by the 
fall of the rupee after 1873. In 1885, however, a resolution was 
pas.sed by Lord Eipon, in which it was aflirmed that (1) the State 
should claim its share of the unearned increment on the value 
of land, (2) a rise in prices was to be regarded as one of the indi- 
cations of this increment, and (S) revision settlements should be 
made less arbitrary and uncertain and less troublesome to the people 
by ordaining that enhancement of revenue should be made mainly 
after an increase in the value of land. 

In 1900 E. C. Dutt carried on a vigorous propaganda for the 
extension of permanent settlement, and in this he got the support 
of several retired British officers with long experience in India. It 
was claimed by them that a permanent settlement would insure 
the country against famine, and would increase the happiness and 
prosperity of the people. The Indian National Congress also took 
it up and passed resolutions condemning the temporary settle- 
ments. But Lord Curzou gave a crushing blow to this agitation 
and vigorously exjKised the fallacy of connecting temporary settle- 
ment w'ith famine. His views are contained in the famous 
Resolution of 1902. 

It is interesting to trace the change of opinion among Indian 
politicians and economists on tlie question of permanent settle- 
ment. In 1900, following the lead of E. G. Dutt, the Indian 
National Congress and other poblic bodies vehemently supported 
the permanent settlement, as the ideal land revenue system for 
India; but since then, nationalist opinion on this subject has 
undergone a revolutionary change. The more advanced politicians 
and economists have come to consider the permanent settlement 


* OemwJttsa Bapari, qq. 13S1.B. * ibtd.i qq, 4428-a7. 

* ttp. eia aWI}, qq. ifegSj 938-4. ‘ Dispaieii No. 34. m March 1883. 
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as an inequitable contract and many of them want to overthrow 
it.^ Nor is this the only subject in which such a drastic change 
has taken place in nationalist opinion. 


§3. Land Settlements in the Central Provinces and Oudh 

Soon after the Mutiny, land settlements took place in the newly 
created Central Provinces and in Oudh, which came under British 
rule in 1866. Subsequently, Assam (1874) and Burma (1870-1904) 
also came under settlement. The land system of the Central 
Provinces was chiefly based on that of the North-Western Pro- 
vinces (with which it was previously cO'nnected), but shows some 
peculiar features. The resemblance is seen in the system of survey 
and in the principle of assessment. The position of the malguzars 
was different from that of the zamindars of Bengal and the village 
communities in northern India. Some of the malguzars were 
zamindars owning large estates preserved from partition by the 
custom of primogeniture; othens were village headmen, but the 
great majority of them were individual landlords whose rights 
against the cultivators were regulated by law.* The settlement 
was made for 20 years, and the malguzars were given the right 
of selling or mortgaging their lands. The Government demand 
was hmited to one-half of the rental of estates. Subordinate 
tenures were recognized. The position of the actual cultivators 
was safeguarded by the Tenancy Act of 1883, which recognized 
three classes of tenants : absolute occupancy tenants, occupancy 
tenants and ordinary tenants. Provisions were also made for 
restricting the alienation of home farm lands by proprietors and 
for prohibiting transfer of rights by occupancy and ordinary 
tenants. This placed the land revenue system of the Central 
Provinces on a proper basis. 

Oudh was annexed in 1856, and settlement operations began 
in 1860. The land revenue was settled with talukdars, who were 
local chiefs in possession of large estates and of great popular 
influence. At ffrst, the idea was to regard the talukdars as 
usurpers and to make settlements with the subordinate village 
proprietors. Tide made Oudh one of the storm centres of the 
Mutiny. In 1868 Lord Canning issued a proclamation reviving 
and perpetuating the old talukdari system. He said : ' Be assured 
that so long as each one of you is a loyal and faithful subject 
and a just master, his rights and dignity as a talukdar will be 
upheld by me and by every representative of yonr (Jneen and 
that no man shall disturb them.” The insurgeuts who made thdr 


^ *■ 53jia ebanj^e of vfew is well reflected in K. T, Sbah's Yeats of Indian 
Fhutnee, pp, 336-9, where he attacks the Fermanont Settlement. !EoW®Ter, aS 
late as 1919, a member of the Ifadras Xiegislativa Ooimoil brought forward, a 
resolnlsDn for the introdoction of permanent settlement. 

* Jfofol and afbtsrial Pnotess (188S-S), p. 187, 

* I, T. ftritchard, op. mt., vd. I, p. &L 
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Bubmission received back their old estates; those who had proved 
loyal throughout received large additional lands assessed in per- 
petuity at a low rental. The adoption ol the custom of prmio- 
geniture and the conferment of the freedom to devise by will also 
strengthened their position. In 19U(i the Oudh Settled Estates 
Act was passed with a view to regulating family settlements and 
preventing the decay and disintegration of ancient estates. The 
rights of under-proprietors were also recognized. The Proclama- 
tion .said : ‘ As the (Imernmcnt has been generous to you, so do 
>ou 1)0 generous in tliosc who hold under you, down to the humblest 
tillei of the soil. Aid them by advauce.s of money and other 
indulgences to increase tlie productiveness of the laud, and set 
them an example of order and obedience to your rulers.’ A 
Tenancy Act was passed in 1886, but it iiuiy be mentioned that 
in Oudh the occupancy right cannot be acijuired by prescription. 


§4. The Reorganization the Madras System 

In the older provinces except Madras hardly any important 
change took place in the revenue system after 1858. The methods 
of revenue em-vey and settlement were improved from tune to 
time, and unsuccessful attempts were made to introduce a perma- 
nent settlement. 

The two chief t 3 rpe 8 of settlement in Madras were the 
zamindad and the ryotwan. The details of the zamindaii system 
were fixed long before and underwent little change during the 
period under survey. The lyotwari tenure underwent large 
changes. 

Mimro’s settlement was defective, as afready shown. The 
rates fixed by him wei’e too high, and a large share of the estimated 
net produce was taken by the Government. Munro also intro- 
duced money payments, but as tliis came at a time when prices 
were falling and money was becoming scarce, it only added to 
the burden of the ryots, Munro’s survey was also defective. The 
instruments used were crude and the subordinates employed wore 
untrained : it is said that by the tune he had completed his survey 
a revision was necessary. Ail tins called for a survey and settle- 
ment on a more scientific basis. 

The correspondence relating to the new survey lasted for about 
ten years. The Madras Survey Department had been in existence 
since 1800 for trigonometrical work, but in 1858, under Colonel 
Priestley, it took up revenue survey work also. In 1908 it came 
under tihe Board of Revenue, The chief characteristics of the 
new seheme were a cadastral survey combined with a perfect 
topographical sturvey on a trigonometrical basis and the laying of 
permanent boundary marks. It was based on the BngUsh method 
and yielded correct results. In order to avoid resurveys, the Land 
Records Department was organized for Ihe purpose of maintaining 
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boundary marks and indicating changes oi ownership on the field 
map. 

The basis of assessment was not finally settled in 1856. At 
first the idea was to 'demand 25 per cent, of the gross produce; 
but in 1864 it was decided that the net produce, i.e. the value 
of the crop after deducting cultivation expenses, should be the 
basis of assessment and that the Government demand should be 
limited to 60 per cent, of the net value of the crop. The period 
of settlement was fixed at 30 years. As the ryot had the ‘ freedom 
of cultivation ’ , which meant taking up or relinquishing 
lands during the year, an annual ‘ settling up ’ or jamabandi 
became necessary in order to ascertain the actual revenue due from 
him. 

The new revenue settlement compnsed the following operations ; 

(1) A careful inquiry into the agricultural conditions of the 
district, conducted by the settlement ofl&cer himself, involving a 
study of the rainfall, the liabihty to drought, recent fiscal his- 
tory, the state of irrigation, communications and markets, and so 
forth. 

(2) Classification of soils carried ont by a subordinate 
establishment. 

(3) Determination of gross produce and its value in cash on 
the basis of a commutation price fixed with reference to the 
average market price during the previous 20 non-famine years. 

(4) Asaessment of revenue rates. 

(8) Preparation of a register showing smwey number, area, 
soil, assessment, etc., of every field and the issuing of ipattas to 
the ryots.’- 

Settlements on the above lines were begun in 1861 and district 
after district was taken up. As each district took several years 
to settle, and as revision was due every 30 years, settlement 
operations became a normal and continuous Government activity. 
The Settlement Department was placed in charge of a Director, 
who in 1892 became also the head of the Agricultural Depart 
ment. Prom 1889 he had been a member of the Board o 
Revenue. There was much opposition from the beginning to 
the periodical enhancements of revenue. In 1882 Lord Ripor 
laid down the rule that in districts which had been surveyed and 
settled, there should be no enbaneoment of the land revenue except 
on tlie clear ground of an increase in prices. This principle wa? 
embodied in the Madras Settlement Manual of 1887. Accordingly 
grain values were to be unalterable; but the assessment would b( 
revised every 30 years, according to the money value of th( 
standard crop. Nor was the classification of soils re-vised, so long 
as it was found equitable. In practice, however, the assessmeni 
was heavy in some parts aad light in others. 


* Moral ani MaUtial Progreis (1882-8), jl. 142. 
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The question whethei’ tlie water rate should be compulsory or 
optional came up for discussion at an eai’ly date. Lord Lawrence, 
the Duke of i^gyll and others were firmly convinced that a com- 
pulsory water rate would cause serious trouble. ‘ I would almost 
not make a canal at all, however much I desired to do so, rather 
than make it obligatory on them (the cultivators) to take 
water,’ said Lord Lawrence to the Select Committee on East India 
Einance."- Several others, including Strachey, thought, on the 
other hand, that the compulsory levy of the water rate was justified. 

In the result, the water rale was made optional in Dengal, but was 
declared compulsory in mo.st parts of Madras in 1900. The water 
lax was consolidated with the land lax, and the ryot had to pay 
it whether he look the water or not. This arrangement in 
Madras was chiefly due to the fact that while in northern India, 
water was conducted along water-courses boi’denng the fields, in 
Madias water flowed from field to field, and consequently it could 
not be excluded from a field sun-ounded by irrigated fields.® 

A tenth of the presidency was under inam tenure. Inams are 
grants of the State’s interest in land, made in perpetuity or for 
a peiiod, ordinarily in the form of an assignment of the land 
revenue derivable from a given area. Such grants had been made 
lavishly in the eighteenth century, but after British occupation 
efforts were made to restrict them and this led to some disaffection 
in 1847. In 1858 a special Commission was appointed to inquii’e 
into the whole matter and as a result a large number of inams 
were enfranchised and assessed at a quit-rent in perpetuity.® 

§6. Changes in. the Bombay Land Revenue System 

In Bombay, a system of survey and settlement was introduced 
as eai'ly as 1885 by Goldsmid and "Wingate, and it was legalized 
by an Act of 1866. A single department, under a Commissioner, 
controlled botli the survey and settlement operations. The Govern- 
ment of Bombay was opposed to a permanent settlement, although 
it agreed that, reckoned in produce, the settlement must be per- 
manent. The rise of prices, in its opinion, necessitated periodical 
revision of’ assessments. 

The revision settlements in Bombay began in 1866 and 
created some controversy. The abnormal demand for cotton in* 
the eaa'ly 'sixties produced a boom in prices, and a prosperity, 
more apparent than real, set in. The high prices formed the basis 

• depart (1873), qq. d4S5.60. 

1 * Sea Moral and Material Progress (1901-3), p. 168. B. C. Unit thought lliat 

iibo compaleory rate in Madras was dse to the autocratic attitude of the Madras 
Qorenutient and the Jack of ioiluenlial educated public opinion in the ryotwari 
tracts 1 see India im the Vietorian Age, p. 498. Butt forgot that the TanitHre and 
Oodavari Bistnrts wsre among the most advanced in the coiintry. 

* Enfranchising an inam meant its oonvarsion to private property hy giving np 
ihe reverBloqaTr rig^ of the Crown, 
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for the revision of assessments, and naturally the new rates were 
pitched high. In some oases, the new assessments were between 
60 and 60 per cent, higher than the old. But the inevitable 
slump came, with all the usual undesirable consequences. Culti- 
vators found themselves unable to pay the land revenue and to 
repay the large debts they had contracted. Agi'arian disturbances 
followed, with rioting and violence of various kinds. Dadabhai 
Naoroji, giving evidence before the Select Committee of the House 
of Commons in 1873, attacked the revenue enhancement and 
remarked that a rise of prices due to exceptional and temporary 
causes need not have been taken into account for revenue revision.^ 
To inquire into the causes of the Dcccan riots, a Commission 
was appointed in 1876, consisting of two Bombay officers and a 
northern India civilian, Auckland Colvin (afterwords Lieut.- 
Governor of the North-'Western Provmces). The Commission 
dealt chiefly with the question of indebtedness, and devised 
measures for settling the exorbitant demands of moneylenders. 
A memorandum by Colvin discussed the weaknesses of the revised 
settlements.® The Government took steps to restrain the money- 
lenders, and with this object in view the Deccan Agriculturists’ 
Belief Act was passed in 1879. In the same year, a Land 
Eevenue Act was also passed, which placed the ryots of the pro- 
vince on a secure footing. But no substantial change was made 
in the principles of assessment. The high rates of revenue were 
maintained, and in the opinion of Sir William Hunter, ‘ the funda- 
mental difficulty of bringing relief to the Deccan peasantry is 
that the Government assessment does not leave enough food to 
the cultivator to support himself and his family throughout the 
year 

The revision settlement contmued. By 1899, only half the 
villages in the presidency had been settled. The assessments con- 
tinued at their high pitch, tiE the end of the century, and led 
to a smouldering discontent which expressed itself in many ways, 

§6, Incidence of Land Revenue 

The growth of land revenue from 1861 may be seen from the 
following table in which five-year averages of land revenue in 
British India are given :® 


Year 



£ 

1961-6 



... 13,287,000 

1866-70 

• f • 

» • • 

... 13,327,000 

1871-5 


• < • 

... 13,977,000 

1876-80 



14,076,000 


^ Omrmitee R$port tl878>, qn. 6607-34. 

* Bstsd. S 1876. 

* Mordt and Materitd Pfafrcfi {1901-8), 16L 
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Year 


£ 


] 881-5 
1885-90 
1891-6 
1896-1900 

1900- 1 

1901- 2 


14.748.000 

15.622.000 

17.005.000 

17.973.000 

18.252.000 
19,101,415 


Thus the laud revenue increased by £6 inillions in 40 years. 
Durino the same period, the are, a under onltivation expanded 
largely; population iucre.ispd by 75 per cent.; the foreign trade 
of the country yiuntiipled itsell; and fhe lai^fe rise ot prices 
lightened the leal burden ot luxation. 

In the permanently settled ,iieus, the lall of incidence has been 
great. 'When the settlement was made in Bengal, the assessment 
fixed vjas as high us ten-eleventha ot the estimated rental, but 
owing to the uieiease in the aiea under cultivation and the letting 
value of land, the iisaessinents subsequently fell to a, fourth or 
fifth of the gross rental. 

In the temporarily settled tracts, the Government's settlement 
policy has been mai’ked by a progressive moderation. This is most 
conspicuous m the case of the North-Western Provinces (now the 
United Provinces). In 1812, 90 per cent, of the net assets was 
taken as land revenue in the province of Agra; but by 1856 it was 
reduced to 50 per cent. The ‘ Baharanpur Rules ' of that year 
limited the Government demand to half the net assets. There 
has been a further fall subsequently, due partly to the decision 
to leave untaxed prospective assets and improvements made by 
the landlord. Allowances were also made tor the vicissitudes of 
the seasons and for the precariousness of cultivation.^ When 
Oudh was resettled, the Government demand was pushed down 
to 47 per cent, of the net assets. In the temporarily settled tracts 
of Oribhu, the proportion of the Government demand to net assets 
fell from 83-3 per cent, in J822 to 64 per cent, in 1900, and the 
fall continued.® In Madras, the adoption of the half-net rule 
reduced the incidence subfitantially. and assessments fell by 25 
per cent, between 1860 and 1900. In 1851-r5, the aver, age incidence 
was Its. 2'44 per occupied acre; but by 1898, il had fallen to 
Rs. 1'87.® The same is largely true of Bombay also. 

It is extremely difficult to calculate the incidence of land 
revenue accurately. Estimates have been made at various times, 
but they are not comparable owing to the diversity of the data. 
Per instance, in the table given below, the total acreage given* 
in 1878 was the cultivated area, while the figure for 1900 was the 
net cropped area. Eiuther, the inclusion in 1900 of water charges 


® Bepeft of the Famine Gommetion (1680), p. 90. 

’ oio the Land Eeveaue Policy of the Indiea Hoveninteat (I9O!i0i 

pp. 16 -ie. 

' Resolution ct the Board of Reyenue, hfadras, 6 Lecomber 1900, 
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in the case of Madras and Sind has greatly exaggerated the 
incidence for those two provinces. These laris nmsl bo kept in 
mind while drawing conohiaions from the lollowing table : 


INCIDENCE ON LAND EEVENUB DEB ACHE OF CULTIVATED 
LAND TN 1878 AND 1000' 



1878-9 

1900-1 

Province 

Cultivated 


Not cropped 



(000 

luciilence 

(000 

Incidence 


omitted) 


omitted) 




Bs. a. p. 


Ba. a. p. 

Madras 

'28,600 

1 10 6 

21,510 

2 4 11 

Bomba; (excluding Sind) ... 

27,000 

1 10 5 

21 ,001 

16 6 

Bengal 

84,000 

13 2 

61.B08 

0 10 8 

N.-W. Provinces and Oudb ... 

38,660 

2 B 5 

34,680 

2 0 11 

Punjab 

21,000 

1 6 7 

24,821 

116 

Sind 

... 

... 

8,729 

2 6 1 

Central Provinces 

14,800 

0 9 7 

16,261 

0 8 8 

Berar 

6,600 

13 9 

efsiB 

18 9 

Assam 

... 

... 

4,308 

2 0 0 

Burma 

... 

... 

11,468 

2 0 3 


^ Drawn up {ram (ihe famine Conmiesloit Reporl (1880), Part II, p. 118; 
Famine Commmion Report (1901), p. 87; and Moral and Material Proof cae 
(IBOL-fl), pp. 166 , aOO. 




CHAPTER X 


OTHRH RRVENUliJt4, 18f5()-J90n 
ijl. The Hall Tar 

Thu Iiii'<>e viiriatiouK in tlic mode of siilt in the different 

provinces hnvu nlroiuly heeii cxplnmod in I'liap^pr VI. In Madras 
salt was ii (Jovorniuent moiioiiol.y ; in Boini>ay there was an excise: 
in Jjovver JJenf^al I he (.iix \va.'< included iji the sellhif' price oJ' rock- 
salt. wliicli u.is cut or mined and prepared hy the (jovemment 
agency. In other piovinceH it was collected when the salt of Raj- 
putana entered British territory. The rate of the salt duty also 
varied froiii province to province. While Madi'as and Bombay paid 
only a duty of aliout lie. 1-4 per iiiaund in 186U, Bengal paid 
Ith. M-4, and the North-Western Provinces Rs. 8. So long as anti- 
quated transport methods continued, these diffei'ences in rates did 
not cause inconvenience, but when railway communications were 
established, preventive measures on a large scale became necessary. 
To prevent untaxed Rajputana salt and other lightly-taxed salt 
f.'oming into northern India, a long customs line extending for 
nearly ‘2,500 miles from Torbela near Attock in the Punjab to the 
Sambalpm- di.strict of Bengal was maintained. Grant Duff com- 
pared it to the Great Wall of China. A similar line 280 miles in 
length was maiutuined in the Bombay Presidency from Dohad to 
the Rann of Cutch. These customs lines were made up of hedges 
of thorny trees and bushes over a great way and stones and 
ditches in other places. An army of 13,000 officers and men 
divided into 110 patrols with sepai-ate beats, each pi'esided over by' 
a patrol, guarded these lines. This cordon hiunpered the free move- 
ment of trade and obstructed communications. But so long as 
the different rates of duty existed, the customs lines had to be 
kept up. 

Lord Mayo realized the anomalies of the salt tax and initiated 
steps for its equalization all over India. In 1869 the duties in 
Madras and Bombay were raised. In 1870 tlie Government of 
India acquired a lease of the Barabhar lake and by 1874 a pai-t 
of the line wr.s abandoned. The remaining salt sources of Eaj- 
putana were also acquired later and treaties were made with 
several Indian states for regulating the conditions of sale. This 
paved the way for uniformity. In 1877, taking advantage of the 
needs of the Government, the duty in Madi'as and Bombay was 
raise, d to Rs. 2-8 while in Lowei’ Bengal the duty was lowered. 
.Later, in 1879* nearly the whole of the customs Hue was 
^ abandoned. - ‘ With it disappeared one of the greatest oporobria 
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of British rule in India,’ wrote Sir John Strachey.' By 1882 
the duty was further lowered to Bs. 2 per inauntl, but jt had 
again to be raised by 8 annas, and this was maintained till 
1902. 

The consumption of salt has always been highest in the Madras 
Presidency, and the increased duties did not make any difference 
in this matter. It was clear that the demand tor salt was rather 
inelastic.® 

The system of Government monopoly continued in Madras 
m spite of Plowden’s ci’iticism. Down to 1877 the manufacture 
of salt except on Government account was prohibited everywhere. 
Local producers ei^ered into contracts with the Government for 
the supply of salt at the Government .sloie at rates varying from 
place to place.'' In 1870 an attempt was made to assimilate the 
salt duty m Madras with that of Bombay. In 1871, giving evi- 
dence before the Helect Committee of the House of Commons, 
Sir Thomas Pycroft pointed out that, although the advantages 
of an excise over a monopoly were considerable, there was no 
saving in the cost of collection.* In 1876 the Madras Salt Com- 
mission recommended tliat the substitution oi an excise for the 
monopoly must be gradual and that free competition .should not 
become complete until there were enough manufacturers to com- 
pete. There was also the diflSoulty of disposing of the existing 
salt works. The majority view favoured excise but Venkaswtinij 
Kao, a membei' of the Commission, opposed it.'’ 

In 1877 the excise system was first introduced iu» South Ivauara 
and was subsequently extended to the east coast. Under the new 
system licences were granted to private persons who conducted all 
the operations of manufacture under strict supervision. Their 
stores were also guarded in the same way as the Government 
stores. The duty had to be paid before the salt was removed 
beyond the line of guards.® By 1886 the excise system liad made 
headway in Madras. However, a few Government factories were 
also maintained in order to prevent manufacturers from com- 
bining to control prices. After 1895 the Government monopoly 
system found greater favour, and towards the close of the century 
22 out of 67 factories belonged to the Government.' 

Nor was the Government monopoly abandoned elsewhere in 
India. In 1902 half the salt in the countiy was produced by 
direct Government agency, and the rest under the excise system. 
The principal northern som'ces except the Kohat mines, were 
worked by the Government. In Bombay, Baragara salt was 
manufactured by the Government, but sea salt was made by 
private persons. 

* Pinanees und Publia Works, p. 229. “ ibid., pp. 232-8. 

* Beport 11871), qq. 8880-703. * ibid., qq, 4171-8. 

* Report (1W6), pp. 228-4. 

* Xarat and Material Progress (1882-8), p, 160. 

, ' Imperial Qaeettear, vol. IV, p, 349. 
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After India, came under the Crown, considerable difference of 
opinion arose anioufi successive Pinance Members about the equity 
of the salt tux. Samuel Lnin^ (1861) held that a light duty on 
salt was rea.sonable. Trevelyan who, as Governor of Madras in 
1859, opposed Ihe salt (ux on the “round that it was of the nature 
of a poll-tax,’ .‘iuljhpf|tieii(ly changed his mind. In 1865, as 
Finn nee Membei', he said : 

No (ax can he (‘ollected more cliouply or with less annoyance 
to the people than (he sail tax. Tu fiicliii, where llie interference of 
Hubordiuute fisful agi'iils is more than usually disliked, this is one 
of (he groutest reeommeiidafioiiR oi a lax. Tho really productive 
taxes are those which an* paid hy the body of thts people. Clearly, 
they ought to pay (heir l.ar sh.iie, lor they profit oven more than 
the rich by the advantages of good govormneut. A rich man can 
generally protect liiiuself, hut if the mlerests of the poor man are 
not cared for hy (he sljiLe, he is ground down by the rich and is 
rarely able 1o rise in the social scale.® 

W. N. Massey was reluctant to increase the salt Lax on the 
ground that it was in effect a poll-tax on the masses and that 
an increase of duty would diminish consumption. In 1869 the 
Duke of Argyll, Secretary of State, justified the salt tax on the 
gi'onnd that it was collected from the masses. Such differences 
of opinion hove continued to this day. 

The administration of the salt revenue si ill involved the main- 
tenance of factories for the manufacture of salt and of a preventive 
establishment for guarding against illicit traffic. The Northern 
India Salt Department was under the direct control of the 
Government of India, but the provincial Governments of Bombay, 
Madras and Bengal had their own separate departments. “ 

§2. Opium 

III 1858 the Governmont received ahouL Es. 5 crores from 
their opium monopoly, but opinion differed about the future pros- 
Ijects of that revenue. Wilson considered it precarious, but Laing 
and Ti’evelyan were more optimistic. Trevelyan thought that there 
was as little likelihood of the Chinese going without opium as of 
Englishmen giving np the use of spirits. Nor was there any 
chance of the Chinese growing their opium at home,* Subsequent 
experience showed that this optimism was not justified. 

No doubt the opium revenue was unsteady by its very nature, 
but the vacillating policy of tlie Government aggravated the diffi- 
culty, The price of opium largely depended upon the quan^, 
wMoh varied with the season and the area under cultivation. The 
vicissitudes of the seasons were great, and therefore it was 

* Minniie, IC (Tuns I8t9 (BorUaiae&tiwy Fsper C 889 of 1860). ' 

* Binaucial Statement, 18^-6. 

’ Imp 0 tial vol. IV., p. 950. 

* B^inaaoiat Stalement, 18^-4. ' , 
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impossible to estimate tlie actual produce beforehand. This led to 
speculation and often deprived the Government of the full advan- 
tages of a monopoly, and caused great fluctuations in total revenue. 
As Sir Cecil Beadon, Lieut. -Governor of Bengal, wrote in 1867 ; 

‘ It also deranges the condition of agriculture over a wide extent 
of country and discourages the ryots from engaging in a culti- 
vation which, though more profitable than that of ordinary crops, 
they may at any time be required to abandon.’' He pointed out 
that the quantity of opium brought to the market ought not to 
vary much from year to year and that a permanent reserve ought 
to be maintained in order to make up for the defic'iencies ot bad 
seasons. He also - showed that the quantity sold ought to be 
determined by the piice obtained, and that the price to be aimed 
at was one that should neither provoke the competition of foreign 
countries in the Chinese market, nor stimulate the production of 
opium in China itself. This proposal was accepted by the Govern- 
ment of India, and an opium reserve was gradually built up, and 
by 1879, the Government were able to announce that a certain 
fixed amount would be brought for sale every month. 

Prom thifi time the question of opium attracted a great deal 
of attention in "England. The Society tor the Suppression of the 
Opium Trade carried on an extensive propagan da. “ The Govern- 
ment of India were concerned about the unsteadiness of the opium 
revenue. In 1862, opium was responsible for 18 per cent, of the 
total revenue of India, but by 1892 the proportion fell to 8*9 per 
cent. 

As a result of the discussions in Parliament and of a resolution 
passed in the House of Commons in 1893, a Eoyal Commission was 
appointed in that year to inquire into the consumption of opium 
and the possibility of prohibiting or restricting its production and 
sale. The Commission reported in 1895 and did not recommend 
the prohibition of the production or sale of opium in India for non- 
medical purposes, nor did it find imy evidence of extensive moral 
or physical degradation from its use in India. ‘ The temperate 
use of opium in India said the Commissioners, ‘ should be viewed 
in the same light as the temperate use of alcohol in England.’ 
A great loss of revenue would result if any attempt wore made to 
prohibit it.s production or sale. As regards the export of Indian 
opium to CMna, there was no declared wish on the part of the 
Chinese Government to prohibit the traffic and no action was 
necessary on the part of India.® China was already prodneing a 
good part of the opium consumed there, and Indian opium was 
rather a luxury, being used only by the richer classes. 

The opium imports into China had to pay an import duty and 
certain transit duties called lekin, which were levied at varying 

* Quoted by Stteohey, op. dt., p. 246. 

* Opiim ponmistim Rapon, pp. ISSS, 

‘ Matat and Mafarteff Ptogreta pp. 174-6, 
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rates at the different places. The Chinese Government had long 
been meditating a change in this matter, and as a result of the 
Chiefoo Convention of 1876, these taxes were replaced by a single 
import duty charged at the port. 

Besides the export duty there was also an excise on the opium 
consumed in India. The cultivation of poppy was forbidden in 
British India except in the area of the Bengal monopoly and a 
few minor ti'acts. The Bengal factories supplied the needs of 
tiorlhorn India and the Central Provinces, while Malwa opium 
was (onaunjcd in Bombay, Madras and the Punjab. In the areas 
where Bengal opium was consumed, it was sold at Government 
treasuries to licensed vendors and druggists at a fixed price. In 
Bombay opium w.is sent troiii the central warehouse to district 
depots and from them it was issued to licensed vendois. In 
Madras the supply came from the Bombay warehouse and was 
sold to wholesale vendors. The licence for retail sale was annually 
put up to auction. The ex<‘ise revenue from opium was composed 
of duty and vend fees. The rate of duty varied from province to 
province. In 1902, the average taxation under both heads came 
to Es. 34-12 per seer in Assam and to Es. 11-8 in the Punjab. The 
total revenue from the opium excise rose from Es. 14 laklis in 1856 
to about Es. 1 crore in 1900.^ The total net revenue from opium 
declined towards the close of the century. The average net 
revenue between 1860 and 1890 was Es. 6 crores. But in the last 
decade of the century the average fell to Es. 4f crores. 

§3. Excise on Spirits and Drugs 

The system of farming excise revenue in the Company’s days 
has already been dealt with. After 1858 this was gradually 
modified and the aim before the Government was definitely enun- 
ciated, as a maximum of revenue with a minimum of consumption. 
Accordingly taxation on liquors and drugs was increased, the traffic 
in them was carefullv regulated, and the places of their sale were 
made as few as possible. In 1901 there was only one liquor shop 
in India for about 2,400 of the population, whilst in England 
there was one for every 240 people. 

The spirituous liquors on which an excise was levied came under 
three categories : (1) imported spirits, (2) country-made spirits 
made in India on European principles, and (3) ‘country spirits’, 
i.e. made in Indian fashion. On imported spirits, a customs duty 
was levied. A small excise revenue was also raised on them by 
means of a licence fee for sale. On tiie 'country-made foreign 
spirits’, an excise duty corresponding to the import duty was 
leyied. 

The systems of levying excise revenue on country spirits varied 




136 


PFIDEHAL FINANCE IN INDIA 


from province to province, but they came roughly under two cate- 
gories : (1) the central distillery system , adopted from England, 
in which a fixed duty was levied on each gallon of spirit manu- 
factured and issued for sale, and (2) the outstill system in which 
the tax is levied in the gross by the system of auction.' In Assam 
and parts of Bengal, the rJenlral Provinces and Tjowei’ Emma, the 
outstill system obtained and the revenue was raised by the auction 
sale of licences to keej) stills for the manufacture and sale of 
country spirits; in other paints, there were central distillories 
maintained by the Government, at which stdl-head duties were 
levied in addition lo fees for manufacture and sale, and the right 
to sell retail was generally separated from the manufacturing right. 
It was recognized from the first tliat under the outstill system, 
the central aim of tho Government’s excise policy would not be 
fulfilled, for the monopolist’s object, viz. to maximize net income, 
might be beat secured by a large sale at a low price rather than by 
a small sale at a high price. That necessarily led lo an increase 
of consumption. Therefore it became the policy of the Govern- 
ment from 1890 to extend the central distillery system. 

The central distillery system was not the same in all the 
provinces. In northern India, the Government maintained central 
distilleries and allowed licensed distillers to set up stills and 
manufacture spirits, Elsewhere they were under private 
management. 

Besides spirits, toddy or iari was also subject to excise. In 
Madras and Bombay, the duty was raised by means of a tree-tax 
supplemented by a licence fee for retail sale. A similar tax was 
introduced in some parts of Bengal and the United Provinces, 
but was later discontinued in Bengal. In Madras the tree-tax 
brought in one-half of the total excise revenue. In Bengal and 
Burma a kind of beer was brewed from rice and was consumed 
by the aboriginal tribes. 

The drugs on which excise was raised were ganja, consisting 
of the dried flowering tops of the hemp plant, char as (the resinous 
matter with which the tops are coated) and hhang (the dried leaves 
of tlie plant) , They were collectively called the hemp drugs. The 
excise on these drugs fonned the subject of a Oommission, and 
as a result of it an Act of 1R9G laid down the following 
principles ; 

In regard to ganja and oliaras the cultivation of the plant 
should be restricted as much as jxjssible and a direct quantitative 
duty should be levied on the drugs on issue from the warehouse to 
the province of consumption. As regards bhang, the cultivation 
of hemp for its production should be prohibited or taxed, the col- 
lection of the drug from wild plants permitted only under licence, 
and a moderate quantitative duty levied in a'ddition to vend fees. 


* C. N. VaMl, op. cit., pp, 488-9, 
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These principles were adopted in all the provinces by 1901, but 
certain local variations continued.* 

The nature of the revenue under excise and its incidence varied 
from province to province. In Bengal nearly 50 per cent, of the 
excise revenue came fi'oni country spirits. In 1859 the central 
distillery system was introduced, but from 1871 outstills increased 
in number and importance. The result was an inevenso of drinlt- 
iiig.“ The Bengal Excise Commission of 1883 pointed out the 
evils of the outstill system and recommended the advantages of 
the central distillery. Accordingly the central distillery system 
was again adopted. The duties wore nc.irly doubled between 1870 
and 1889. 

In Madras the Begulation of 1808 as amended by a regulation 
of 1820 coiilinucd lo lie in force till 1864, when a new Act was 
passed, granting power to levy an excise dnty on the quantity of 
liquor manufactured instead of an annual payment and to suppress 
the illicit tapping and sale of toddy. In 1884 a committee 
inquired into the whole system, and its recommendations guided 
the policy from that time. With a view to realizing the maximum 
revenue from the minimum consumption, the tax on country spirit 
was increased and in the case of todcly a tree-tax .system was intro- 
duced under which no palm tree could be tapped without a licence 
and without a distinguishing mark on it. Tentatively introduced 
in 1887, this woa 8ubse(|uently extended over nearly the whole 
presidency, and it gi'eatly increased the revenue. 

In Bombay the system in vogue was a combination of the two 
systems above mentioned: it was called the ‘ guaranteed minimum ’. 
The contractors who took up the rights of mamifacture and sale 
were required to guarantee to the Government a minimum amount 
of duty fixed by an estimate of the normal consumption in the 
area concerned. Before that was introduced, farming was the rule 
and each .shop was let by auction. The system was thoroughly 
changed in 1878, when a central <li.slillery was established and 
duties were raised. The rates of dnty varied in the different 
districts of the presidency. 

In the North-Western Provinces, the Government for a time 
resisted tho inti'oduction of the central distillery system, although 
it was authorized by an Act of 1856. The system then in foixe 
was the licensing of single stills and of shops on payment of fees 
and the farming of manufacture and sale usually for one year. In 
1863, however, the Government introduced the central distillery 
systeni. But this was not followed all over the province. Oudh, 
however, fully adopted it. 

Thus there was no uniform policy in regard to excise revenue 
in British India. In 1889 the excise policy of India tvas 


‘ itforal and Matsrial Ptogress (1903), p. 178 , 

Kepart of th« Bengal Maeise Gmmisiioti pp. 107'8, 



138 


FRDBBAI, PINANCR TN INDU 


condemned in the House of Commons on the ground that it had 
increased drinking in the counti^. The Government of India 
refuted the charge and pointed out that prohibition was impossible 
and local option impracticable. The principles which were ex- 
pedient in its view were : (II that the tax on spirituous liguors 
should be high; (‘21 that the traffic in ligiioi should be regulated 
for police purposes; (3) that the number ol Iniuor shops should be 
strictly limited; and (4) that efforts should he made to ascertain 
the local public sentiment. ‘ 

The net revenue under excise rose steadily throughout the period 
under survey. In 1861 it was lis. 1'6 crores, by 1880 it rose to 
Rs. 3 crores and by 1890 to Rs. 4-9 crores. In 1901 it stood at 
Es. 5-8 crores. Thus the revenue quadrupled between 1861 and 
1901. 


§4. Other Revenues 

The three other main heads of revenue were customs duties, 
income-tax and provincial rates. As these taxes varied from year 
to year and formed more or less a part of the annual adiustmenta 
of revenue, it seems more appropriate to deal with them in the 
following chapters on financial policy. We sliall deal here only 
with certain minor items. 

Stamp revenue was derived from two sources, litigation and 
commercial transactions. Under the Court Pees Act of 1870 fees 
were imposed on plaints, petitions and other documents filed before 
civil, criminal or revenue courts, and under the Stamp Act all 
conveyances, cheques, bills of exchange, receipts and other docu- 
ments required stamps w'hich in some cases were graduated 
according to value. The law regarding stamps was consolidated 
in 1899. (Stamp revenue also steadily increased dui'ing the period 
under review. The net revenue in 1861 was Rs. 1‘6 crores, but 
in 1901 it was Rs. 6 crores. This was largely due to the increase 
in commercial transactions and in the work of the courts. 

The State forests were an increasing source of revenue in 
British India. The revenue was derived from the sale of Limber 
and other produce from the forests. In 1900 the gross revenue 
from forests came to Rs. 1*9 crores, but as the expenditure on 
forests came to Rs, 1 crore the net revenue was only Rs. 90 lakha 

Tributes and contributions from the Indian States received 
annually by the Governmeul of India came to Rs. 85 lakhs in 1900. 


’ Dispatch, i Febrnary 1890. 
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CHAPTER XI 

THE GROWTH OF FINANCIAL CENTRALIZATION 

§i. Increase of Interference from the Centro 

After 1858 the financial authority oL the Government of India 
over the provinces beciinio complete. Even before that date, the 
Government of India liad Ibe authority, thouf^h they lacked the 
means of enforcinji li , but after 1858 such means became more 
potent and abundant. Fiistly, the increase of transport facilities 
and the rejiular functioning of the post and telegraph enabled the 
Secretariat at Calcutta to supemise the financial administratiou of 
the outlying provinces more effectively than before. Secondly, 
the organization of the Indian Finance Department and the intro- 
duction of the new financial system, described in Chapter VII, 
gave the Government of India a much stronger hold over the 
provincial adniimstrations. The appointment of an expert 
Finance Member on the Governor-Genei’al’B Council as the coping- 
stone of the new edifice made the central Government’s financial 
supremacy complete. Hitherto the interference with provincial 
Governments was vexatious without being effective, but with the 
introduction of the budget system, the Goveimment of India 
obtained a powerful weapon in their hands. The customary 
restrictions in regard to the creation of appointments, alteration 
of salaries, and so forth, were reasserted; the several branches of 
service were defined and classified under fixed heads, for each of 
which a sum was allotted in the budget. No change was to be 
made in the different allotments without the previous sanction of 
the Government of India.* 

The conflict between the central Government and the provinces 
began soon after the new regime commenced. The proposals for 
increasing the salt duty and for levying an income-tax, and the 
protests which they evoked from the Madras Government, have 
already been dealt with. Trevelyan effectively inveighed against 
the evil of interfering with the details of administration. He 
wrote : 

In government, as in other things, the true process of reasoning 
is the Baconian one. We ought to build upon the foundation of 
actual induction; making only such Bmendmenls, whether suggested 
from within or without, «s experience may show to be required. 
When, therefore, we are asked to conform our system to that of 
Bengal, wo are called upon to forgo the ripe fruits of experience 
raugd which the public feeling, and the esprit de aorps of this 

• See d». xvi, Sijq alao letter from Frere to Lawrenoe, 11 May 1861. 
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prosidency luivu R!ith('rod Ihrougli many olflcial gononiUtinh, mnl lo 
ontf'i’ upon llip disi'usBioii o£ wbat lo iw tivo outiroly abslviuM pvopohi- 
iions. Can wo be Burpribed lhal, uiidor iliobo cuvumutcmcL'H, n li'i'lmg 
of general diacouragemont and judifEonuioo luis provmlod, luul lliair a 
seriouB oheok litis boon given lo the progroas oJ unpnnonu'iils ' Tlio 
true function of the supreme Government is to regulaii' llioho 1 lungs 
which are of common uiteveat, such as diplonuicy, peal oiiioe, ous- 
toms, etc., to supervise the prooeedinga of all the local Goverunienta, 
so that, however much they may dilfer in form, they may be guided 
by the same general iirmoiplea; and, above all, to inaiutain subatan- 
feialiy one financial administration for flio whole of Brilish India. 
After the experience we have had, I doubt whether the supreme 
Government can be permanently kept within its proper limits until 
it is made really a general Government for all India, by being placed 
in a central position, apart ii'om any particular presidency, and by 
its being oomposod m its secretariat, as well as in its executive and 
legislative councils, of oifieors selected from every part ot India; but 
as Governments have a tendanoy to be shaped by their most power- 
ful element, which is finance, the immediate remedy is to be soughi 
in that direction.^ 

It was in regai-d to public works that liiiancial centralization 
was pushed to the greatest lengths. The Public Works Secretariat 
of the Government of India was established by Dalhousie in 1864 
with a view to co-ordihatiug the activities ol tho rublic Works 
Departments of the dillereut pipviiices. The cuntriil ol'lico at first 
did not mteiiere very much with provincial allau’s, but after 1868 
a control of the most detailed kind was attempted. Colonel id. 
Stracliey who was appointed Bocreliny in 1862 wont into the 
details of all schemes of irngation and other works submitlod from 
the provinces and also managed the relations with various railway 
companies which wei'e then operating in India. Not only ordinary 
public works, military works and railways, but even forests came 
under the conti’ol of the Public Works Secretariat for some time. 
Trevelyan, in his evidence before the Select Committee on Bast , 
India Binance in 1873, called the Board of Works ‘a monster of 
official centralization, far exceeding the worst that used to be said' 
of the English War Department ‘It reminds ono he said, ‘ oil 
the picture at the commencement of Hobbes’ Leviathan, of the’ 
state absorbing everything. 

§3. Strained Relations with Bombay, 1S62-5 

Very soon this central Secretariat came into collision with the 
provincial Governments of Bombay aiid Ma^as, especially the 
former. The development of Bombay had been delayed by the 
parsimonious expenditure before 1860, hardly Bs. 7,000 havingfij 
been spent annually in the Deccan and Khandesh before that date, ' 
But when Sir Bartle Prere, hitherto a member of the Supremt 1 

> Minute. 13 July 1869. 


“ Report a878), p. 66, Ij, 810, 
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Uouncil, became Lhe Oovernoc of Bombiiy m IHfiiJ, a forward 
pohoy of road-bnildmj^ , cMUiil-inaking and inijfii'oveiuentH oi all 
Lnds was initiated. The cotton boom yavc an iiiihealtliy Ktimuluh 
to liiiR activity. Bettor transport facilities were needed for carry- 
ing cotton to the porta, and 11 lo cotton-growing Iraota called lor 
more canala and tanks and wells. The Bombay ( rover iiment 
wanted more funds, but Ibo rosponse from Calcutla was weak. 
Frere wrote to Bu- Chaileb Tievelyan, who was then the Finance 
Member of the Government of India : 

You desire my views as to what should be done il you have a 
surplus of one uiilhou. I should say, * muke roads and canals ’. 
And iJ you have two or three millions, 1 should still say, ‘ make roads 
and eanals and Ibis nol only because they wull, in a hundred ways, 
tend lo inorcasG your revenues, but because (hey will, if well 
designed and executed, wipe out the greater port of 50 millions oi 
debt, ior till you make your railways pay, the expenditure on ihein 
IB so much addition to yom debt. . . . Alter roads and canals, 1 
should say ' pay your courts of justice bettor and give o much larger 
assignment to education ’. 1 am thoroughly asliaiiied of tho parsi- 
mony with which our education grant is doled out and with tho 
consequent delay in giving efieot to tho gi'eut dispatch of 1864. . . . 

I would not for the present either pay oft debt or remit taxation.^ 

Accordingly, in 1863, the Government of Bombay asked for 
larger allotments for roads and canala, but Trevelyan did not 
approve. Along with othei’ provinces, Bombay was asked to out 
down its public works expenditui'e, on the ground that the cost of 
labour was increasing and that, when more labour was needed for 
agrioultural operations, it would be mischievous to divert it to 
public works. Frere replied that labour and materials, while 
dearer than before, wei'e cheaper than they were likely to be 
thereafter, seeing that prices were rising. As for the supply of 
labour, he said that it ‘ was limited more by the want of roads and 
other means of communication than by anytliing else ’. Any 
extra income gained by labourers would be devoted to agricultural 
production,* The Viceroy (Elgin) anil the Secietary of Stale 
(Wood) agreed with Frere, and the out in Bombay's public works 
’outlay was restored , whilst other provinces bore the cut ‘ with a 
grin ’. Madras had to put up with a liirgei’ cut than Bombay and 
yet ‘ swallowed the pin with hai'dly a grin ’. 

But this was only the beginning of a prolonged duel between 
Uie imperial Government and Bombay. The next tussle was with 
Colonel Strachey, the enei'getic Public Works Secretary. In his 
budget speech on 3 April 1863, Trevelyan stated that more funds 
could be laid out on roads and canals, provided there was a fair 
pertainty of getting value for the outlay. Encouraged by this, 
>1 

b ' Xictteit to Trevelvan, 20 J'iiouEiry 1863, 6eo (f. Motriiaeav, op. cii, vol. I, 
|. 402. , 

' ^ to Sir Cliatles Wood, 7 Januitry 1868, ibid-; p. 404. 
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Frere sent up some supplementoi'y efitmuitos for uryently-neodeil 
public works. He wrote : ‘ The country w starving and prices 
higher than at Delhi during the late lanune; because the Clovorn- 
ment, the great landowner heiaabouts, has done nothing ftw forty 
years to make the supply of food equal to the rapidly increasing 
demands upon it.’ But Strachey refused to consider the estimates. 
He had to satisfy himself about every scheme of works, and the 
proposals from Bombay did not satisfy his criteria. Frere wrote 
to Strachey : 

You may very easily ensure that not a work is commenced 
throughout India till you have been satisfied as to the minutest detail 
of plan and estimate. But this will end in the paralysis of the 
P.W.D. You wish to ensure a maximum of work and efficiency and 
a minimum of expense. The means you ‘idopt will ensure the 
reverse. All our money will go in establishments and designs and 
writing; the work done will be a minimum.’ 

The matter was considered by the Secretary of State, who 
decided that m all irunor mattere, such as ordinary roads, etc., 
the control of the supicnie Govenunent over provincial Govern- 
ments must be financial; they must not go into the mode of exe- 
cution. But financial control ought to luemi more iji works of 
importance; i.e. the Govenunent of India before they sanctioned 
a scheme ought to be satisfied that the estimate was reasonable.® 
This did not satisfy Preve. The distinction drawn between pro- 
vincial Govei'nments and minor administrations was difficult in 
practice. ‘ No man can at one moment criticize the archos of a 
bridge in Coorg or Oudh, and the next moment remember that 
it is the general direction of the road from Madras to Bombay and 
not the details of execution which he was to discuss with Bombay 
and Madras Governments.’’ 

Strachey insisted that the miUtary barracks all over the country 
must be built on a ‘ standard plan ’, and therefore the works had 
to be held up until such a plan was approved. Frere stoutly 
protested against this.* 

In 1864, Frere advanced 368 ,000 as a loan to Mahai’aja Duleep 
Singh, a pensionei- of the Government, and reported it to the 
Government of India. They objected to it very strongly on 
the ground that there was no previous sanction and that such 
action was a gross violation of the budget role.® Tliis brought 
another strong remonstrance from Frere. In a letter to Lawrence, 
he pointed out that according to the budget rules laid down in 1861 
the provincial Governments were allowed freedom in the mode of 
spending the sums allotted under different heads, provided they 
md not create any new office or alter any fixed rate of pay or exceed 

’ Iietter to Strachey, la Ootoher 1868. J. Maitiueau, op. oii., p, 428. 

* Wood's letter to B'rere, 4 Japuaty 1864. ibid., p. 429. * 

• E'tere’B Utter to Wood, 22 July 1864. ibid., p 431. * Oh. xiii, Sg. 

"Ipird ItfiwreiMje’s letter to Pwre, 14 April 1864. i 
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the whole sum allotted for a head of service oi' trausfer from 
one head to aiiollier without the leave of the (Tovemmciil ot India. 
He wrote : 

All (his has been, in iiraclioe, nltevecl within tlie last two years 
and we are now striotly tied down to the exact details entered in 
the budget witliout the slightest power to vary them without your 
previous sanction. What used to be required was your subsequent 
sanction and approval; the practical difference is immense. . . . 
Under your lato orders, not a shilling could be advanced on any 
account, no matter what the urgency of the case. You do not treat 
us as a merchant treats his agents, advancing money and honouring 
bills on the assui'ance tliat when the agent’s explanation comes it 
will be found that all has been done for the good of the firm. You 
stop by telegram ever,i p^ayinent of which as in this (Sural) case of 
which you hear accidentally, for which you have not given previous 
orders. ' 

Freic also defended the freedom of provincial Governments to 
act without orders in certain circumstances. 

I main tain that there is always in India some need for public 
servants acting without orders on the assurance that when their 
superiors hear their reasons their acts will bo approved and con* 
firmed; and I hold that when you have extinguished that feeling of 
mutual confidence between superior imcl subordinate authoritieB, and 
made public men as timid boro of acting without orders as they are 
in England, you will have removed one groat sofoguai'd of om* Indian 
Empire. It does not take long so to bridle a body of public servants 
as to paralyse their power of acting without orders. . . . Your 
Secretaries treat an opinion on whiclr our Oommiesionors, Secretaries 
and Councillors concur, just as if it came from Oude or Singapoor, 
if anything more critically, requiring the same proof we require from 
a Colloctor or a Commissioner. This costs time, and the saving of 
lime is the great ob]0ot. ... I do not think you would find that 
real economy is promoted when you discourage the practice of a 
Government, with such an elaborate apparatus of advisers and 
councillors as we have hero, from acting on its own responsibility, 
and trusting to its finally satisfying you that it has acted well. 

Frere bitterly complained of the attitude of the oflfioers at 
Calcutta. 

I know you have personally no jealousy of the action of the 
local Governments, and you would give us all possible liberty. But 
it is otherwise with most of those about you. The abler and better 
they are, the less generally do they believe in the possibility of 
anything being perfect unless they themselves direct every detail. 
They can see no urgency in the Surat ease, simply because what 
I saw and heard on the spot they cannot see and hear. . . 

* JSecs i^i'sre is referring to the purchase ot land at Surat for railway approaches 
apd roads j whidb was disallowed by the Finance Department. 

* Frera’b letter to Xiawrence, 11 May 1864. See J. Maitineau, op. eit., vol. I, 
pp. 494-7. 
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To all this, Lord Lawrence replied, in oirecli, that btid^ipt ruh's 
were budget- rules and must be followed : 

I have no hope of convincing yon 1-hal we on lliib side ol Uvdi<i 
are right, while T do not think that it can be shown we am wrong. . . . 
We have cause to complain ol yom- Governiiiciili poi'sistcully dosiruig 
and working to set aside the budgei rules, iov we feci ihat these 
rules are the only mode ol ensuring any real contiol over expendi- 
ture. . . . We neither can, nor ought to, give up llie conlrol . . . 
entrusted to us.^ 

]?rere also wrote to Sir Charles Wood of ‘ the constant worrying 
interference in details which keeps all local officers and depart- 
ments in a state of chronic irritation and rebellious feelings 
towards the Government of India’. He added : ‘ He (Lawrence) 
legards me as the zealous but rather expensively mclined Commis- 
sioner of a district with a number of deputies who, like the 
Commissioner, are a little inclined sometimes to run wild. . . 

Thus, Trevelyan, who formerly resisted even move stoutly ‘ the 
worrying interference ’ from Calcutta, became himself the ardent 
advocate of such interference when it lay with him to soften its 
rigour. However, Trevelyan’s vcision ib different. Oiving evi- 
dence before the Joint Select Comnntteo of Parhamont in 1876, 
he said : ‘ The Bombay estimates wero habitually not sent in 
until after the budget had boen made up and they were then in 
such a crude and unrevised state, that obviously they wore nioi'oly 
a collection of the maximum sums which the dilToronl local officers 
considered might be advantageously spent. Beferring to his own 
notification in 1863, that provision could be made for meeting 
urgent needs even after the budget had been drawn up, and the 
supplementary estimates which emanated from the Bombay Gov- 
ernment in that connexion, Trevelyan said that the estimates 
entailed too large an expenditure and that ‘ all tho projects of 
public works of all sorts that had been proposed by public works 
officers were gathered up in that estimate. The Government of 
India had to object to some and ask for further information about 
others Trevelyan also pointed out that this nonchalant atti- 
tude was taken up by the Government of Bombay, chiefly on 
account of the great support it had from Home authorities and 
from the Home public. ‘ The Home Government backed by the 
Home public has a giant’s sti-ength which no Indian Government 
can stand against.’* 


* Xiawrenca's letter to Frere, 9 Novembei 1884. Seo B Smith, lAfe of Laid 
Lamence, vol- II, p. Sl9. 

’ Frere’e letter to Wood, 8 Septembai 1864. See J. Martmoau, op. oil,, vol. I, 
p. 441. 

* Seleot Gammttfte Bepoit (1873), q. 791, p 54. 

* Finance Member’s Minutes, 11 January 1864 and 1 February 1864. 

* -Select OommiUeo BopoH (1879), p. 80. Fhe changed attitude of 'Travolyau 
^>was ranch noted in thoea dtos. In 1859, he wae the otpieasod, and Frore, being a 

1 of the Supreme Oouneil, was the oppraseon They exchanged roles in 

^ See ct,- Carapbell, The Capital of India (1866), 
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This duel between the Bombay (lovernmeuli and the authorities 
nfc Calcutta atliMcled iiuidi notice m ISngl.incl, and the controversy 
dragged on lor miuiy years. According to bonio, the diliercnce was 
a temperamental one . Lawrence was habitually inclined to 
economy while Prere favouicd liberal spending.'- To Lawience 
again the interests oi‘ the Punjab and Ihe Noith-Western Pro- 
vinces, wliicli he knew, far outweighed the interests of the rest of 
India. Pm'tlier he was a contralizei by conviction and held firmly 
that only a centralized system would maintain the Empire intact. 

Nor was Erero justified in his spend-more-money campaign. 
Indeed an abnormal demand for cotton created an abnormal need 
for roads and canals, but he wrongly thought that the demand 
would continue and that prices would keep on rising. The price 
boom croaled a leverish activity and wages as well as prices rose; 
and the Government, by launching large improvement enterprises, 
only aggriivated the situation. It is now well known that a 
boom IS not the time when tlie Government should launch a large 
public works jirogriimnic. The boom was followed by a slump, 
and the teinblo crash brought the Government also into discredit. 
The Jailnre of the Bank oi Bombay (1867) was a cruslimg blow 
to Prei'e and his policy.® 

The trouble, however, was not merely due to the ambition or 
overbearing nature of individuals; for we find that Frore’s succes- 
sor, Sir Seymour Fitzgerald, also complained of the vexatious 
interferenco from Calcutta. ‘ Lately,’ he 'wi’ote, ‘ the interference 
in petty trifles has become so extraordinary that, it would seem 
as if they wanted to see how far they can go without remonstrance 
or as if they wanted to pick up a quarrel. The real cause of the 
evil was the system itsolf, as we shall see presently. 

§3. The DifferenGcs with Madras, 1868-63 

In his evidence before the Select Committee, Trevelyan said 
that while the western presidency gave much trouble to the central 
Government, Madras ‘ preserved the utmost moderation through- 
out ’.■* This was also repeated by Sir Henry Dm'and in a minute 
of 1867.® Madras was peihaps more conciliatory in its attitude, 
but we have ample evidence that the southern preaidency was also 
greatly annoyed at the meticulous interference from the Financial 
and Public Works authorities at Calcutta. In 1867, the Govern- 
ment of India ordered that civil public woiks of every description 
shonld be stopped and that the P.W.D. establishment should be 
reduced to the lowest possiblo scale.® The Chief Engineer pointed 

B. Smith, Life of Lord Lawrenoe, vol. 11, pp. 314-6, 

* I, T. Priiicihard, op. dt., vol. 1, pp, 294-7. 

’ liette to lh:ete, 8 July 1867. J. 'MaxtinBao, op. eit., vol, I, p, 442. 

* Riport (1878), p. 76. ‘ Mmute, 7 OotobeX 1867, 

* Mairdi Bublw Worlti, Beportwsnt OortSiUUUona, vol. ITT lift .Tnin ift«v 
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out to the G-overninent that gieat loss would result I’voui Huch 
sudden stoppage. 

Materials colleoted are liable io depreciation and depredation 
... or are m danger of being washed away during the monsoons. . . . 
Large sums ot money are wasted in a mannoi which would be con- 
demned as utterly inadmissible m the case ot a private individual. 
I am aware that it is partly the result oi the ‘ budgel system but 
it appears to me that it a certain mimmmii sum, however small, 
were allotted to the presidency lor new public works under all contin- 
gencies, the local Government might regulate its sanctions within 
that limit, so as to graduallj cai-ry on unintenuptedly every w'ork 
which has been once actuidly commenced, uutil its final com- 
pletion. Such works would be included in list No 2, as at piesent, 
w'hile all great works for the benefit of the country, and all others 
in excess of the limit allowed to each presidency, would come 
under the review of the Government of India, and await the decision 
of that authority. ... By these means the present extensive waste 
of public money tioin inevitable causes, so discouraging alike to the 
people, and lo the Depaitment of Public Woi'ks, would bo brought 
within the narrowest limits, at the same lime the main principles 
of the budget upon which so much stress has justly been laid by 
the Government of India and by the Honourable Court would be 
maintained inviolate.^ 


In 1862 articles appeared m an English journal, The Builder, 
making allegations of mismanagement in the pubhc works carried 
out by the Madi'as Government. In the meantime a committee 
had ah'eady sat in Madras to consider the reorganization of the 
P.W.D., and, before taking orders from Calcutta, the recommenda- 
tions of that Committee were given effect to and certain appomt- 
ments were made pending sanction from the Government of India. 
This caused an angiy exchange of letters between the Pubhc 
Works Secretaries of the two Goveimments. Colonel Strachey 
wrote that the action of the Madras Government was ' seriously 
opposed to the instructions given by the Secretary of State ’ , 
and directed that four of the appointments made be at once 
cancelled and any salaries paid be refunded. He further wrote 
‘ The Government of Madras must be perfectly aware that the 
orders of the Home Government directly prohibit the creation of 
any new appointments, or the increase of any fixed salaries in 
the superior grades of the public establishment, without the pre- 
vious sanction of the Government of India in the Pinancdal 
Hepasrtment; and the course adopted by the Madras Government 
would have been iiTe^lot even W their action, been in complete 
■aocQirdanee with the instructions of ilie Secretary of State.’® 

This evoked an emphatic protest from the Governor in Council 
of Madras, In a minute dated 23 October 1863, he stated that 
tiha commuaications from the Public Works Secretary of tiie 
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Government of India exhibited ' sndi a disposition on the part of 
that Governmeni to interfere with the mode in which the Govern- 
ment of this presidency may Ihinlc fit to carry out the details of 
public business ’ that he thought it would be desirable to submit 
the whole oorrespoiulence to the Secretary of State with a request 
that ‘ steps should lie iaken to define clearly the limits which 
separate the functions of the supreme, Iroin those of the local 
Governments ’ . The Government wrote • 

Tt is perfectly true that sundiy Acts of Parliament give to 
the Governor- General in Council full power to snpei intend and 
rontrol the Governors in Council of the different presidencies in all 
matters relating to the civil or military administration; but such 
powers were, J believe, intended to bo exorcised only in exceptional 
cases, and are of such an anomalous character that ii becomes a 
matter of moment to consider whether they should not be aooom- 
panied by some explanation or limitation. I cannot but think 
that Ihere has been a tendency of late years to put upon the 
expressions of the Acts of Parliament alluded to an interpretation 
which their framers never contemplated. The aupeTtniendence and 
control mentioned in them would seem to have reference more to 
principles than details, and, looting to the financial conditions of the 
country when the enactments were passed, to have been intended to 
operate specially as a cheek upon the outlay of money by the local 
Government. They oould hardly have been intended to authorize a 
petty interference with the details of administration, for they would 
not only have been totally at varianoe with eveiy principle upon 
which the administration of a great country should be based, but 
specially at variance with those which it has been the object of the 
Government of late years to introduce into India. . . . Nothing 
however can be more opposed to this than the practice, which has 
gradually crept in of refeiring everything to the Governor-Goneral. 
Of course, he alone can deal with matters of general interest, and 
those in which more than one presidency is interested; but this limit 
has been overstepped, and claims ai’e made to a right of interference 
in local matters, as to which an authority guided by advisers neces- 
sarily ignorant of the peculiarities of the country and people can hardly 
be considered competent to form an opinion. 

He therefore appealed to the Secretary of State to define clearly 
the nature and amount of the superintendence and control which 
the Governor-General in Council was to exercise over the local 
Governments, and he felt certain that ‘ the machinery of govern- 
ment will work much more smoothly and effectively when it is 
freed from those jars, pauses and reversals of motion which ate 
|;he consequences of the present system’.'^ 

This coincided with a similar protest from Bombay, and in 
the result the Secretary of State laid down the rule already 
mentioned about interference. < 


J'.tV.B, Prooeeiinga, 12 November J.S68, Ne, 220. 
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§4. The Incongrmttes of Gentralization 

■Whatever may have been the ehanceq of a centralized financial 
system before 3868, the rapid chanRes in the economic and 
jolitical situation of the country after that date made centraliza- 
tion unworkable and irksome. Trade and pioductive activity had 
been fast developing; both revenue and expenditure had increased; 
and to manage the finances of the whole sub-continent from Cal- 
cutta became an impossible task. Eichard Strachey, who attempt- 
ed to keep the provincial public works under strict control, soon 
realized the impracticability of the task. He wrote in 1867 : 

E have the strongest oonviotion, based on my experience gained 
in the Public "Works Department, and fortified by all that I have 
seen and heard for the last ton years, that tho existing financial 
relations between the Government of India and the local Governments 
are most demoralizing to tho latter. . . . The Government of India 
has altogether lost what power it once had of supervising details by 
reason of the enoimous magnitude of tho business now to bo per- 
formed by it; and the financial mechanism is, as it seems to be, 
seriously out of gear ^ 

The presidencies of "Bombay and Madras were equipped with 
the whole paiaphei’nalia of government — executive councils, secre- 
tariats, legislative councils and large provincial departments 
functioning over temtoriea as large as those of tho great sovereign 
states of Europe. To scrutinize the details of expenditure of 
eight provincial Governments operating over such a vast territory 
was a superhuman task. Each provincial Government tried to get 
as much money as it could, by the use of tho manifold devices at 
their command. 

While each presidency administered its own finances, there was 
a strong incentive to economy, but now that the fimmoes have been 
collected to n common centre, the only obiect that the local admini- 
strations have is to get the largest possible share of tho common 
fund.^ 

_ While the provincial Govemmeais had no interest in the col- 
lection of the revenue, they had a very real interest in. its spend- 
ing, ... If the revenues were prosperous, the Piuanoial Member 
of the Government of India received all the credit. No one is con- 
cerned to inquire in what part of India the increase has arisen and 
what oifioials were instrumental in realizing it.^ 

The spending of money was a vital concern of every Govern- 
ment and all of them scrambled for as large a share as jiossible. 
Sir John Straohey puls it very vividly* : 

{*’ha provincial Governments) had a purse to draw upon, 
of unlimited, beoause unknowable, depth. They saw on every side 

* 17 Auffuat 1867. « Trevelyan, Select Committee Htpott (1873), p. 64. 

’ a. Chesney, Indian PoMu (1870), p, 01. 

187a).f^^^46 ^ ddittwitstrotfon of Loti Meyo (Sovapment Piinting, Calcutta, 
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the neoessity for improvomenta and their conatnnt and imohangeablo 
desire was io obtain for their own provinces as large a share as they 
could persuade the Government of India to give them oui of the 
general revenues of tho Empire. They found by expeneneo that the 
less economy ihoy practised and the more importunate their demands, 
the more likely they were to persuade the Ooveimnent ol India of 
their requirements. 

Thus the relative importance of the claims of the provinces 
was sometimes estimated rather by the persistence of their demands 
than by then intrinsif weight. Often those who knocked most 
importunately al the door of the imperial Secretariat got most. 
This broke down the morale of the provincial Governments. 
The distribution of public income thus ‘ degenerated into some- 
thing like a scramble in which the most violent had the 
advantage 

This SCI amble made the Indian budget of llie ’sixties a ‘ mere 
farce ’ , according to those who were responsible for drawing it up. 
Trevelyan has given a graphic account of the budget transactions 
of those days. 

The pressure on the Pinanoe Department from ihe local Govern- 
ments at the time of the preparation of the budget is overwhelming; 
they have all a pull at it. It is much the same as when the Pool* 
Law administration of the United Kingdom was supported out of a 
common fund. The drive in the Financial Department at Calcutta 
at the time of making up the annual budget exceeds anything of which 
T have experience, except the work during the Irish Pamine; that 
was equal to it, but it was not heavier. The putting together and 
the rearrangements of the estimates in order to bring out the financial 
results, fully occupies the office, and there is no leisure for detailed 
scrutiny, even if the requisite detailed information existed al 
Calcutta which it does not. And if the Finance Department proposes 
to curtail any item, it does it at its peril. It is immediately met 
by the statement that tho partieiilar item objected to is incRspensably 
necessary for carrying on the local administration.* 

Massey, who succeeded Trevelyan as Finance Member, was 
equally vehement in his criticism of the centralized system. Each 
of the eight administrations had to send its budget to the Govern- 
ment of India for approval, and the whole was incorporated into 
one volume. 

If the Government of India puis its finger on one item, and 
says ‘ it is excessive they say ' it is not; it is exceedingly econo- 
mical, and you cannot diminish it without starving the service 
If you say that such and such an expenditure can be altogether 
dispensed with, there is a chorus of remonstrance from the whole 
hand of officials of that Government which overhears the Government 
of India, and probably an appeal to the Secretary of State, which 
residts in a dispatch requiring the expenditure to he allowed. So 

* See also G, Chesoejr, op. eit., pp. 95-6, 

^ Select OomrntUee Repon (1878), p. 64, 
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that the control whicli the central Government exercises over the 
expenditure of India is of the weakost possible description.’. . . The 
arm of iho central Government is not long enough to reach the 
numerous powerful, and I may say, semi-independent Governments 
of India. I may remind you that the presidencies of Madras and 
Bombay are in direct communication with the Secretary of Stale, 
and they are disposed to resent the interference of the Government 
of India, and to regard the Government of India move as an equal 
than as a superior. We found that, T may say, specially with regard 
to Ihe presidency of Bombay, that our powej’ of financial control over 
the expenditure of Bombay was baffled and defeated almost at every 
point. These great OovernmonliB had nothing to do, but to agg]‘ondize 
the importance of their administration, by making out expensive 
estimates, and by maintaining the absolute necessity of all those 
estimates when they wore criticized by the central Government. Up 
was a very serious responsibility for the central Government to take 
upon itself to say that this and that expenditure, at a distance of 
thousands of miles under a semi-independent administration, were 
necessary. Of course, you might arbitrarily strike your pen through 
a certain item of expenditure, and say ‘ it shall not be allowed 
but that was a responsibility which the Government of India were 
exceedingly loath to assume.^. . . My impression is that the present 
system of finance wholly fails in one most important safeguard of 
toance; that is, in imposing a prhroiple of economy or a motive 
for economy, upon the spendei-a of public money. The local Govern- 
ments have nothing to do but to draw upon the imperial trensnry, 
and of course, they think that the more they draw the more it will 
redound to the honour’ of their administration. Again, I would ask 
the Committee to look at this feature of a central system of finance 
over a vast country such ns is represented by that map before us. 
Is it not strange that the people of Burma or t.he people of Madras 
should be taxed to make roads or wells, or buildings, in Bombay 
or in the Punjab? But that is the case under the present system. 
If you bring the whole of the resources of India into a hotch-pot 
as we do, one district gets more than another, and another does 
not get its proper due. . . 

Evidently matters had come to such a state that only a radical 
change could remedy the evil. But it was not so easy to effect 
such a change. 


‘ i!ad., p. i60, q. 8587. ^ 


ibid., q. 8689, 


ibid., q. 8686. 



CHAPTEE XIT 


EARLY PROPOSALS FOR FEDERAL FINANCE 

Immediately after the new financial sj^steni was established, the 
incongruities of centralization became patent, and strenuous 
attempts were made by responsible persons to introduce a measure 
of decentralization. Some of the proposals were really federal in 
charactei'. As we shall see, there wore great difficulties in putting 
such schemes into operation, and the first steps ui decentralization 
were taken only after ten years. 

§]. Proposals fur DevoluLion 

Although James Wilson spent only eight months in the country, 
he seems to have drawn up a scheme for enlarging the powers 
of provincial Governments, but it did not see the light of day. 
However, it is noteworthy to find that he made a provision in his 
Income-tax Bill for the appropriation of a fourth of the collections 
for local purposes although his idea was to hand it ovear to the 
munioi^litifis where they existed. He also pointed to the oxample 
of the United States where every ‘ state ’ had a property tax of its 
own.’ But he was not for weakening central responsibility to 
any substantial extent. Sir Bartle Frere wrote in 1860 that 
Wilson had ‘ a great idea that to treat India as containing numer- 
ous different nations is as great a mistake as 1o dissolve the Union 
or restore the Heptarchy ’.® 

Soon after Samuel Laing took charge of the Finauce Member- 
ship, he came to the conclusion that a large devolution of powers 
to the provinces was necessary. He realized that the financial 
crisis resulting from the Mutiny could not be overcome by central 
taxation alone. The provincial Governments could raise fresh 
taxes, and such revenues might be used for provincial needs. He 
placed this matter before the provincial Governments in a confi- 
dential circular, suggesting that tobacco be taxed. The replies 
from the provincial Governments about the proposal to tax tobacco 
centrally had brought out the difficulties of raising a uniform tax 
on tobacco, but a provincial tax was much more feasible. This 
was to foiTH the nucleus of a provincial budget, and more taxes 
could be added afterwards. 

In his budget speech in 1863 , Laing said : 

It is heart-breaking to hear of districts barren for want of water 
where water is to be had, of roads half-finished and abandoned or 

‘ l^ancial StaiiSmenti, IS February I860: 

* Letter tqi Bartow Bllis, 81 luly; see 7, Martineaa, op. oit., vol, I, p, SU, 
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finished but usoleas for want oC some bridge which has tumbled 
down. India has two great wants — ^irrigation and communications; 
I do not mean grand schemes only which strike the imagination, 
so much os village roads, and tanks and water outs, which enable 
every rood of ground to grow its crop and send it to the market. . . . 
Such uorks we are most anxious to encourage and accordingly, 
instead of simply curtailing the imperial allotment to the local 
Governments we say to them . . . ‘ Take what we are able to give 
you, and for the residue take certain powers ol local taxation and 
raise it for yourselves ’. . . Tt has long been a standing complaint, 
with other presidencies and provinces that they were deprived of 
tlieir fair share of self-govemnient , and kept in a state of galling 
and humiliating dependence on tho bureaux of Calcutta, . . , The 
power of the purse is the ultimate power, and as long as local Govern- 
ments are absolutely subserviont to Calcutta in financial matters, 
evidently they can liavo no real independence. But if, without sacri- 
ficing in any way the unity of the Empire and imperial control in 
imperial matters, we give them local budgets, their position is altered. 

. . . Bach Government will therefore have direct interest in economy, 
in order to increase the fund applicable to local works, and I cannot 
fancy that Madras, for example, will long continue to spend 
£160,000 a year in public works establishments to look alter 
£460,000 a year of expenditure upon actual works, where it 
is apparent that every pound extra spent on eslablishraents means 
one pound more to raise by local taxes, or £1 less to spend on roads 
and canals. It is obvious that such a system of local budgets would 
harmonize extremely well with . . . (the establishment of) local 
legislative councils, i. . . It would at once give them an appropriate 
and dignified position. The scheme would greatly foster the gi’owth 
of municipal institutions and, what is still more important, of the 
spirit of local self-help and self-guidance which is at the bottom 
of a nation’s greatness.® 

Accordingly, he proposed to transfer charges amounting to 
£600,000 to provincial budgets. The proposal was circularized 
among the provincial Governments but did not evoke any enthu- 
siasm among them. Madras and Burma flatly refused the offer. 
The Governor of Madras (Sir "William Denison) remaa'ked that 
Madras wa.s already heavily taxed, and feared that a new tax 
would expose the Government to obloquy. J. D. Maltby, a 
member of the Council, considered the proposal quite insufficient 
for achieving the aim in view. ‘ If they (provinces) are to enjoy 
real liberty of action and management,' it seems to me that the 
Acts of "Parliament affecting India must be altered so as to give 
them a control over the general taxation and expenditure within 
their range, subject to the condition of supplying a fixed con- 
tribution to the imperial treasury.’® The Bengal Government 
agreed to raise a tax on tobacco and betel by means of a licence, 

* Tlie provincial legielative eoo&eils Were iaaagurated in 1882 by the hidiaQ 
Comcila Act, 1861. 

» Budget epeech, 27 April 1861, Ltghhtiet Omnea PTOce^iiMs, pp, 869-61. 

* Xiutter Hedrae, 22 A|nil 1861, 
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but wanted in addition that the existing liccnee tax should be pro- 
vincialized. This latter the central flovernment were unwilliiif^ 
to do. 

Evidently the proposal was premature. In his budqet speech 
in 3862, Lainft explained that the matter must lie loft to the new 
provincial legislatures.^ He still asserled his unswerving faith in 
devolution. ‘ T am as strong as ever in favour of the principle of 
local taxation for local objects. In fact, if this great Empire is 
ever to have the roads, the schools, the local police and other 
instruments of civilization which a flourishing country ought to 
possess, it is simply impossible that the imperial Government can 
find either the money or the management.’ In the result, local 
taxation was not raised, but a sum of £260, 000 was placed at the 
disposal of local Governments, mostly for opening loads in cotton 
tracts on schemes approved by the central Government. However, 
a number of local taxes were levied soon afterwards, as we shall 
see in the next chapter. 


§2. Increase of E-xpenditure 

The expenses of government went on increasing, but revenues 
did not keep up. The principal cause of the increase in expendi- 
ture at the time was the general rise of prices and wages which 
resulted from the cotton boom of 3864-5. ‘We are’, said Tre- 
velyan in 1864, ‘ in the midst of one of those social changes which 
mark the progress of nations. A general increase of prices and 
wages must be followed by a general elevation of the standard of 
public expenditure.'* The effects of this economic transformation 
were manifold. Firstly, it increased the cost of the existing ser- 
vices. The pay and allowances of officers, both civil and military, 
had to be largely increased, and, according to Temple, thus 
increase was from 15 to 30 per cent, by 1869.® As the prices 
of foodstuffs rose, the expenditure on commissariat contracts 
largely increased, and as wages increased the outlay on public works 
became necessarily larger. Secondly, the economic changes after 
1860 necessitated also an increased administrative equipment. 
Eeform in every line was called for, and it invariably meant 
increased expenditure. The army authorities wanted barracks on 
an elaborate plan, and this meant on an average £1 million a 
year. Others wanted a better system of police, and this involved 
a larger personnel on higher salaries. Jail reform was another 
favourite theme of the time. It was proposed to adopt the cellular 
system of England, at a cost of not less than £12 millions. This 
proposal made many wonder whether the prime concern of the 


^ Jfndget for 1862-3. 

“ !3%oAnQi^ Statemout, 7 April 1864; also 'Finaxicial Statement, 1866, 
‘ iiegisioim Gouneil Proceeamga (18^9), p. l20. 
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Government was tlie enminal or tlie peaceful citizen. John 
Strachey caustically remarked : 

When I think of all that has to be done in India for the 
honest part of the community, lioiv roads and railways and canals 
have to be made, how the people have to be educated, and ten 
thousand works of improvement to be carried out, it seems to rne 
monstrous that we should have to discuss these schemes which J can 
only chavactoriKP as bchemes ot silly sentimentality.^ 

The fall of piircliasinp power meant an increase in the Govern- 
ment’s burdens and a fall in Ihcir real income. Had tlie money 
income coirespondingly increased, there would liave been little in- 
conveiiieuce. But with land revenue as its mainstay, the Indian 
tax-system was necessarily inelastic. As the customs duties were 
still a minor item, and the income-tax had been abandoned, the 
Government did not benefit appreciably by the rise of prices. 
Further, opium was a very unsteady source of revenno, and it 
repeatedly upset ihe calculations of successive Finance Members. 

The total expendituic ot India increased from -£44 millions in 
1861-'2 lo £50 millions by 1870-1. The increase m military 
expendilnre was not ftreat, but civil chaises rose largely. The 
total civil chaiges in 1861-2 were -fil4-2 nallions, but rose to £19'8 
millions by 1870-1 Of this increase, charges for revenue collec- 
tion, law and lustice, and miscellaneous items were responsible foi 
^ the amounts of £1'20, 1*7 and £*87 respectively. The increase 
' uuder miscellaneous was the most striking — from £620,000 m 
1861-2 to £1,400,000 in 1870-1. 

Massey realized at the very outset that some drastic remedy 
was necessary. In 1866 it was pi’oposed to revive the income-tax, 
but this proposal met with serious opposition and the idea was 
dropped. In 1867 the Government imposed the licence-tax in the 
teeth of opposition from the influential European business com- 
munity in Bengal.® A large public meeting was held in the Town 
Hall at Calcutta to protest against the Bill, and it was said ‘ that 
the cheers which greeted the orators were loud enough to be heard 
in the Government House close by’.® Although the Bill was 
passed in a modified form (as a certificate tax), the Government 
realized the difficulty of imposing any new tax burdens. 

Massey also was convinced of the futility of the imperial 
Government managing the whole of the finances of India. He 
repeatedly pointed out that for meeting the growing need for 
economic improvements local taxation was essential. In 1867 he 
said : ' In the vast and various provinces which are united under 
the dominion of the Crown throughout the continent of India, 

* Legislatm Couneil ProceeAinqi, 20 March 1668, p. 193. 

* LegMotine Couneil Proceedings (1867), pp. 185-93; Pritchard, op oit.. vol 1. 
pp. 276-8, 

* Sir Bichaid Tomiple. Men and Events of Mg Time, p. 886; also Pritchard, 

op. eit,, Toi, r, pp, are-8, 
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there are many sources of revenue winch might be made available 
for local purposes, but which could not be used for imperial objects 
without givmg rise to just complaints oi partial exaction, oi even 
of breach of faith.’* There were also technical difficulties in iii- 
ct easing central taxation. The permanently settled estates claimed 
immunity from further impeiial imposts, but the local Government 
could lax them tor local pm’pos&s, for carrying out improvements 
which would diiectly benefit the landholder. Further it was im- 
possible for the impenal Government to exercise effective financial 
control over the provinces, and the only means of preventing extra- 
vagance was to impose some i esponsibility on the provincial Govern- 
ments. Massey theiefore decided upon a scheme of provincial 
finance, and in J866 addicssed a circular letter to all provincial 
Governments proposing to transfer to them certain heads ol 
expenditure like education, police, jails and public works, and 
suggesting that funds might be found from a licencs-tax, a house- 
tax, an octroi, and a succession dutj. The proposal was received 
coldly by the piovincial Governments. The Bombay Government 
suggested that income-tax should be re-imposccl and the proceeds 
J-distributed to the provinces.® 

§3. A Scheme of Federal Finance 

As the financial position of the Government continued to be 
unsatisfactory, Massey pul forward another scheme of decentra- 
lization in January J867. The details ol the plan wei’e worked 
out by Richard Strachey, who had in the meantime become an 
ai'dent advocate of decentralization. The new scheme was one 
of federal finance, and it evoked a keen controversy throughout 
the country. A detailed account of this scheme should be 
valuable at the present time, when a fiilj-fledged scheme of federal 
finance is being introduced.’ 

Strachey’s note of J7 August 1867 was the firsl and the 
most complete description of the scheme. His main idea was a 
gradual federalization of the Indian financial system. He argued 
that ‘ the old rigorously centralized system of finance had shown 
the most unmistakable signs of its incompatibihty with the existing 
state of tliuigs ’ , and suggested ns a remedy that so far as practi- 
cable ‘ the entile leveuuea and expenditine should be placed on 
the local Govornmeuts’. Tins change was not, however, to be 
elleeted immediately, liut by degrees, so as (o avoid all rif^s 
of confusion in the public accounts, while educating the local 
‘officers ui matters of financial administration. Although the itp- 
mediale retorm which he pi'oposed was small, Strachey had a desk’ 

^ '■ l^ipancial {tbatlemeal, 1867-S, Legulatnic Ootmui Proeeddingi, p, 184. 

I » G^vetnoi’A Minute, 26 Nuvamber 1860. , 

1 ■' A paper by dhe autboi in die Indian JaUrml of nix ’ 4n 

pariy l^posal Hot ffederai E’manw * hae been inijisEparaft^ ll«fej 
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vision of the end to be aimed at. The central tlovornmenl should , 
ultimately be divested of detailed concern with all those iteuu ^ 
of expenditure which pertained to branches oi administration, llie 
details of which it could not properly control. ‘ Tims,’ wrote he, 

‘ I should conceive that the financial position of tho central author- 
ity should by degrees be brought to assimilate generally to that 
of the United States central government, though, of course, powers 
of supervision and control of a general nature must continue to be 
exercised over the finances of the separate local administrations 
which have no existence in the case of America.’ 

IFederalism was thus the definite goal aimed at by Strachey 
and Massey. The success of the federal constitution of the United 
States had become generally recognized by that time, and even 
the Civil War which then raged did not shake this opinion. In 
the 'sixties federalism was mnch discussed m England in con- 
nexion with the Dominion of Canada Act. Even, apart from 
these factors, the physical and political conditions of India have 
always been such as to suggest a federal analogy. 

The immediate measure of devolution proposed by the Finance , 
Member was not of any lai'ge magnitude. It was only a firstt 
instalment of the federal finance system which was ultimately hi 
be set up. A few chai'ges under heads such as jails, education 
medical services, and roads were to be transferred to provincia 
management; and in order to meet these charges, the whole o 
the revenue credited to the heads, law and justice, and education 
was to be handed over to the provincial Governments, as also 
one-sixteenth of the land revenue and one-fourth of the revenue 
from hcence-tax collected in the provinces. For the rest, the pro- 
vincial Governments were to be permitted to raise fresh taxation 
or to levy an extra cess on existing taxes. 

Strachey recommended the transfer of a portion of tho land 
revenue on the ground that it was ‘ perhaps the best genera’ ’ 
standard by which to measm'e many of the claims for publi 
outlay In his opinion, this held good in particular.' as regards th 
chai'ges for roads, the whole of which he proposed to transfer t.. 
local management, ' It is mainly to the agricultux'al interest that 
good roads are of importance- India being essentially an agricul- 
tural country and its wealth depending so greatly on the possibility 
of its produce being exported with profit, the construction of roads 
is of the first necessity for general prosperity.’ 

The idea of sharing the existing revenues was suggested because 
it was hoped thereby to give the provincial Governments an 
incentive to administer those taxes economically and efficiently. 
It was also intended as a means of ‘ creating distinct local 
revenues, without the introduction of new forms of taxation an^ 
without the action of separate tax-gathering establishments, both 
Of which necessities must arise under any other system and both 
of which are, if posable, to be avoided.’. In this manner the 
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provincial Cxovernmcnls were to receive a revenue e&limated 
at £' 2'1 millions, against which the charges to be traiislerred came 
lo iJl'5 millions. The balance, 4T‘‘2 millions, was to be used for 
public w'orks. The provincial Governments were to have a regular 
annual budget showing their revenues and expenditure, and eacli 
province was to have a separate Finance Department. However, 
the Government of India reserved the right to withdraw the 
revenues in case ot emergency. 

Massey claimed that the reform proposed would (1) lead to 
economy and check extravagance by the provincial Governments; 
(2) make both the central and the provincial administrations more 
efficient; and (3) give the quietus to the unpleasant jealousies and 
bickerings between the Governments. That India was not 
fit for a uniform tax-system had already been demonstrated by 
the tussles with Bombay, and it was clear that no advance could 
be made without some real decentralization. ‘ 

Sir Hem'y Maine and Sir William Mansfield, Members of 
Council, gave strong support to the proposal. Maine was certain 
that the system of financial control was ‘ at all events in danger 
if going to pieces, unless the strain be lightened somewhere’.® 
ill that the central Government could do was to rebuke the pro- 
iinoial authorities, but that was not a very serious penalty, and 
me could easily become callous. 

It seems to me to be too hastily assumed [wrote Maine] that 
•Jhe nearly exclusive control now enjoyed over the finances of the 
jountry by the Government of India results necessarily and inevit- 
ably in economy. . . . The truth is peipetually before us that tlie 
Indian Government, in all its parts, is one of the most ephemeral 
in the world. Five, ten, or fifteen years hence, we may have a 
Governor-General with special crotchets — ^let us say military 
crotchets — which may lead him to expenditure transcending the most 
wanton extravagance of all the local Governments together, and for 
which, moreover, there would be nothing to show. ... I see positive 
dvantago in curtailing to some extent the proportion of tho revenues 
f India at the absolute disposal of the central Government, and in 
ully appropriating a considerable part of these revenues to tho needs 
of local Governments. 1 can quite conceive a campaign in the 
Oxus or .Taxartes being undertaken with leas precipitation if the 
supreme Government had lost the power of summarily stopping all 
public works throughout India and could only pay for military glory 
by borrowing or taxation. If the Indian public debt be analysed, 
I venture to say that, putting aside the results of the event of 1857, 
it will be found to havo been mainly incurred through imperial smd 
'not local extravagance.® 

Sir William Mansfield pointed out from bia own experience 
that there had been pei'petual friction between the central Govern- 
ment and the provincial administrations. He wished ' to make 

* Minute, 19 Soptpmber 18&7, ■* Minute, lO September 1867, 

, ’ Minute, 18 September 186T, 
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the loCcal CrovcniinenU pavtnerH in the f>i'eait joint stock oi the 
Indian finances . . . inateiicl of keeping (hem on the looting ol 
agents iinrl bcrvuiils who, liaving no motive for economy in using 
the meam of (lien in«,f.tcr, Ihmk only of enhancing thoir own 
demands by coinpariHons, more or less well-founded, with the indul- 
gence conceded (o others fie thought that there was an appro- 
priate analogy between India and the United States in a 
general way. India was m reahty ‘a bundle of Governments’, 
even as (he gieat American Jlepabhe. He would not be contented 
with mere financial decent rahzation as suggested by Strachey, but 
would like to see the finances and laws of the Empire discussed 
annually at a conference of the provincial Governors and Commis- 
sions with the Supreme Council. ‘In this manner’, he said, 

‘ could local Governments be more closely associated with the 
central Government to compare the institutions, the wants and 
appliances of the several Governments, to state fairly before the 
public their own demands and to co-oporate under the Governor- 
Genei'al for imperial purposes.’ This would, he thought, serve the 
same puipose as the Congrebs of the United States. At the same 
time he was for imifying the presidency armies under a single War 
Ministry of the Government of India. He considered the presi- 
dency army system as a case of decentralization of the wrong 
kind, unsnited even for a federal system. 

§4. The Madias Scheme 

The scheme was circulated among provincial Governments for 
their opinion.^ Most provinces welcomed it ardently; but Madras 
was dissatisfied. The Madras Boai'd of Eevenuo made a thorough 
analysis of the scheme and drew up an alternative proposal 
which deserves credit as a financial document. The general 
lines of their scheme were : to determine what should be con- 
sidered the imperial or national expenditure of the Empire; to 
distribute this fairly among the several provinces, and require 
each to contribute its share thus apportioned, year by year, making 
it a first chai'ge on its revenues; to leave its local administration 
m all other respects to itself, subject to that general control which 
must exist to ensure the due payment of its quota. ‘ If the central 
Government first determines what each has to contribute,’ wrote 
the Board, ‘ each province must adjust its requirements to its 
means.’ Madi'as was then contributing more than its proper share 
to the imperial exchequer, and only a system of federal finance 
could have removed this injustice to the oldest pi-esidency of India. 

The Board went into elaborate detail in justif^ng their 
alternative scheme. They analysed the Indian budget, item by 
and distinguiehed in that jumble of scattered ‘ grants ’ the 
legitimate spheres of th6 central and provincial budgets. As the 

; '* OSmlar fetiwt Wo,;®®, J9 BepteipW 1867., 
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impeniil charf;es came in all to £24,787,416. Tlie items included 
in it could not justly be charged to any special province. It was 
the common oxpenditm’e lor national purposes and should have 
been met from the combined purse of all the provinces. However, 
they found also ceitain items of revenue legitimately belonging to 
the central Government, but these revenues would meet only a part 
of the imperial expenditure. The really imperial items were, mtei 
aha, the mint, post office and telegrajihs. All these together would 
not produce more than £2,467,960. The balance, £22,319,466, had 
to be made up by taldng a percentage of the gross revenue of each 
province. If a percentage of land revenue alone were taken, it 
would fall as a heavy burden on Madras, whore land assessments 
were the heaviest. Himilarly, an apportionment based solely on 
indirect taxes (customs, opium, etc.), would be unfair to Bengal 
and Bombay. Therefore it would be best to take from every pro- 
vince a contribution proportional to its gross revenue. 

It was also pointed out that the existing financial arrangements 
were unfau- to Madras. The Madras army was maintained by the 
revenues of the presidency, bnt had to garrison the Central Pro- 
vinces and Burma as well. Bombay too had similar external 
charges. But neither of them got a subsidy for such services. The 
right thing would be to make the whole of the regular army an 
imperial charge. ‘ It [the Madras armyj is in reality maintained 
for the secm'ity of the Empire at large from internal rebellion and 
foreign aggression. The safety of the whole depends on the safety 
of each part, and it could never be permitted to any portion of 
the Empire so to reduce its military force as to disable it from 
succouring any other portion in the time of ‘need, or so to increase 
it as to endanger the Empire.’^ 

If the burdens of the Empire had been apportioned on the above 
basis, Bengal would have had to contribute £7-7 millions, 
Bombay £4’4 millions, Madras £3-7 millions, the North-Western 
Provinces £3 milUons and the Punjab £1'7 millions. Bengal and 
Bombay would thus have a deficit, while Madras would have a 
surplus, which could be used foi’ long-delayed public improvements. 

The Government of Madras were also convinced that the 
provincial budget should be discussed and approved by the local 
legislative council. Sir Alexander Arbuthnot, Member of Council, 
declared that this had long been an article of his political faith. 
With a view to establisliing a thoroughly effective check on the 
expenditure of the local Government, it would be useful to pass 
the budget, section by section, and embody it in an Appropriation 
Act. The appointment of non-official members had proved a 
sopree of strength, and not a source of embaiTassment, os some 
had feared.® The same views were latpr pressed by him and by 
the Madras Government in 1870- 

' AuaS, Memotaaim, S7 1^, 

* Miidttct LegitldUni CoumoJ ^ lBiAms»xf 1S71, 
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§5. Impenalism oersut, Fedeiulism 

In a sti’iking minute of 1868, Lord Napiei’ of Merchistoun, 
Governor oi Madras, made a searching analysis of the merits and 
defects of federalism for India. In his opinion the fedeial system 
had great advantages. Firstly, the provincial Governments would 
be interested in lai&ing as large a revenue as could be laised 
consistently with the welfare oi the couiilry Secondly, the pro- 
vincial Governments would act with more reflection and energy 
in the prosecution of public improvements. ‘ Their plans for public 
good w'ould not be checked or ovei’turned by a distant authority; 
their responsibility would not be divided; their credit would not 
be shared; and the financial results of their labours would be 
retained in the provinces.’ Thirdly, provincial budgets would be 
protected against the mistakes and delaiys resulting from the inter- 
ference of a controlling external authority which was itself over- 
burdened with work and incapable of dealing with local details. 
Fomthly, the burden of taxation would be more willingly borne 
by the people, because they would feel that the bulk oi the revenue 
was spent for them directly. 

At the same time, Napier found more substantial merits 
in an imperial system. Firstly, a centi’ahzed system of finance 
went very well with a centralized system of administration and 
only such a powerful administration could have the resources and 
prestige to impose over the Indian states, to overshadow them, 
even to be generous to them, and to keep the rival factions in 
the country under control. Secondly, the strong position of the 
central Government invested it with a degree of credit in the 
Enghsh money market which was about equal to that of France 
or the Umted States, and superior to that of Eussia. Thus India 
could borrow her capital at 5 per cent. If ‘the central Govern- 
ment became a ‘ pensioner of the provinces ’ , it would not be able 
to command such credit either in England or in India, and even 
Indian capitalists would be reluctant to lend to provincial Govern- 
ments. The gi'eatest need of the houi was public w’orks, and 
under a federal system it would be difficult to find the resources 
for caiTying out such works. Thirdly, several common interests 
of India and the intei’ests of backwnrd parts wei’e bound to snffier 
under a federal system. The maintenance of frontiers, the im- 
proyement of ports and harbours, the maintenance of a powerful 
army or navy, all these required a powerful central Government 
with authority all over the country. Fourthly, a certain amount 
of uniformity was necessary for the harmonious development of a 
sub-continent like India. A common system of civil law and 
administrative practice was essential. Without a powerful central 
Government, divergences of a very inconvenient kind were hkely 
tq arise in law and admimstrative practice. Fifthly, a powerful 
'eeaWL Government was a militaay necessity at the time. Only^ 
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such a Government could bring togethei all the le&ources of the 
countiy, m men and money, against foreign aggie&sion; and with 
the growing menace of Russia and the recurring disturbances on 
the li’rontiei, a federal system would be a dangerous experiment. 
Sixthly, Napier also thought that the ceiitialized authority of the 
Government of India repre.sented the maiesty of the British 
hoveieign, .ind filled the place oi the Great Mogul m Indian imag- 
ination. In Ill’s opuiioD hucli a tiadition oi autociatic sovereignty 
was congenial to the oriental mind, and essential to the allegiance 
of the numerous peoples and pimcipahties of India. 

On all these grounds, Napier thought that, on the whole, an 
imperial system was prefeiable to a federal system, in the circum- 
slanees of the time. But if a federal system were preferred, it 
could not be secured by the ‘ partial ’ pioposals of Massey. Parlia- 
oieiil w’ould have to move and a congress be called in India with 
representatives from the provinces. But li finance were thus 
fedeiahzed, administration had also to be federalized. He had 
no faith in half-measures and therefore opposed equally the Massey 
scheme and the proposals of the Board of Revenue.^ 

§ 6 . Opposition in the Government of India 

In the begmning, Lord Lawrence, the Viceroy, was not 
opposed to Massey’s scheme; but he was reluctant to support it.® 
Subsequently, he became more and more suspicious, as is clear 
from his later minutes and the evidence he gave before the 
Parliamentary Select Conamittee.® He was convinced that a 
centralized Government was necessary for India’s defence, and he 
greatly feared that decentralization would weaken the Government 
and endanger the safety of India. He also denied that the financial 
control of the Government of India was ‘ going to pieces ’ (pace 
Sir Henry Mamel. The analogy of the United States would not 
hold, because in India, the Goveimments were not controlled by 
the people. Indeed there was no barm in transfemng portions of 
revenue and expenditure to the provinces, but the central Govern- 
ment must maintain a strict watch. It was said, in justification of 
the federal proposal, that when the provinces got the power to 
spend money they would raise more faxes, but this was a dangerous 
possibility. 'Whether fresh taxation was imposed by the central 
Government or by the provincial Governments, it would be equally 
unpopular, for neither of those Governments existed by the people's 
consent. Lawi’enee said ; ' Every official who is connected with 
the Government, particularly tiie higher officials, are all looked 
upon as part and parcel of the same system; and whether I as 
collector, or commissioner, or laeuteJiant-Governor, or (we will 

‘ Mmnte, 16 IfpbrHary 1868. * Minute, 7 September 1867. 

• Mwtttea ot 37 September and 83 October 1867; Setiei OovtmitiiB Seport 
(1873) « 
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say) as Governor-General, initiate and carry out a particular policy, 
it is all considered as belonging to fhe one G-overnnieiit .iiid the 
one system.’^ Therefore, wisdom lay tn keeping taxation light. 
‘ We are a handful of foreigneis in tins coiintiy wiote Lawrence. 

‘ To tax the people the least and to use the taxes foi beneficent 
administration is our best policy, and this is the way to consolidate 
our hold on the country. It the provincial Govei-iiments were 
left free to tax, it might create discontent and might end in another 
Mutiny. 

These views were powerfully supporled by Major-General Sir 
Henry Durand, Member ol Council. He denied that the financial 
control exercised by the central Government was vexatious. 

Strangely enough, the Govermneut that has been treated with 
Ihe greatest liberality, if not laxity, by the Government of India 
is precisely tliat wliich has shown most disposition to evade, if not 
oppose, the finanoiol control of the oentml authority. Tliero has been 
no difficulty in our relation with the Madras Government; on the 
contrary, with hardly an exception, nothing can have been more 
moderate and economical than the procedure of that local Govern- 
ment. . . . Bombay alone has sought to push away attention from 
numerous, and some of them levy gioss, cases ot irregular and 
profuse expenditure by laismg the cry of potty and vexatious inter- 
ference on the part of the Govcrnmenl ot India. ... I confidonlly 
assert that at present thoro is absolutely no ground whatever lor the 
allegation tliat the financial control of the Government of India goes 
to the extent of the excess. ... To subvert tho financial control 
of the oenti'al Government, because one out of nine administrations 
has proved rather refractory, is about as sensible a piocedure, lo 
iny mind, as to annul the Articles of War and the powers of tho 
Commander-in-Chiof, because a regiment should happen soinowhat 
to misbehave. I venture to doubt the statesmanship of ruling either 
India or armies in this way.® 

This line of reasoning decided the fate of the scheme. In 1868 
the matter went up to the Secretary of State. Sir Stafford 
Northcote, in the courBe of a debate in the House of Couimons, 
said that, although he coiiciUTed in the principle of Massey's pro- 
posal, ' he would be the last to recommend the weakening of a 
system that had raised the credit of India to the highest pitch 
It was the fear of another mutiny that weighed with Parliament 
in assenting to this view. There tlie matter ended. 

The fears of the imperialists were largely unfounded. Neithei 
Massey nor his supporters wanted to weaken tho position of tho 
central Government. What they wonted was lo ease the burden 
of that Government by transferring some financial power to the 
provincial Governments. But such powers were lo be exercised 
under the supervision of the central Government. The local needs 
of the provincial Governments were growing and the only way 

* Seleei Committee Report (1873). ' Minute, 2)3 Octobea 1887. 

• Durand's Minute, 7 October 1867. 
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of meeting those needs was to raise local taxes and to spend the 
proceeds of such taxes with the concurrence, in some form, of local 
representatives. With such a qnid pro quo, taxation could become 
less unpopular and the burden of the central Government could 
be eased. This polie;y was soon put into effect and none of the 
(lan^erons consetiuences feared by Durand resulted from it. Durand 
might have raised such objections to the scheme of John Bright 
(1858), but ihey had no point in connexion with Massey’s modest 
proposals. 

However, India was not then ripe for a full-fledged system of 
federal finance. There was not yet in India a degree of political 
and economic unity sufficient for the formation of a federation. 
Further, theio was no meaning in talking of federahsra when both 
the centra] and provincial Governments were equally controlled by 
officials. A government must be controlled either from above or 
from below. In the absence of popular control, the control from 
above was necessary. Therefore, federalism was Ihen premature 
for India, and the country found greater safely in the instinct of 
Lawrence than in the reasoning of Massey. 

§7. Increased Taxation 

Thus this early proposal for federal finance failed. The result 
was the re-imposition of the income-tax. Lord Lawrence had 
made up his mind before he left India in December 18G8 to 
convert the certificate tax into an income-tax, and his successor, 
Lord Mayo, agreed with him. Accordingly, the new Finance 
Member, Sir Tlichnrd Temple, introduced a bill, in March 1869, 
‘ for imposing duties on income and profits arising from offices, 
propel ty. pi’ofession and trades The certificate tax was already 
an income-tax restricted to certain classes , and it was fair to place 
a similar burden on all other classes. The rate was to be the 
same as for the certificate tax, i.e. 1 per cent., but later in the 
year it was raised to 2 per cent. Not only traders and fund- 
holders but landholders were also assessed to the tax. Most of 
the exemptions under the certificate tax were swept away, but 
insurance companies were exempted. The bill was passed without 
much opposition. 

Even then, the finances of India showed no improvement. On 
the other hand, they deteriorated. A anrplns was expected for the 
year 1869-70, but as the year advanced, all indications pointed to 
a large deficit, due chiefly to the depression in trade and the fall 
in the price of opium. The Government therefore proposed an 
enhancement of the income-tax to 2 per cent. The Maharaja of 
Jaipur and Major-General Sir Henry Durand opposed this measure. 
Heplying to the Maharaja, Temple said that the income-tax might 

‘ LfgMaiiite Otmcil ProBeedings, 6 March 1869, pp 101.'3at also Sir EJehard 
Tampla, op, cit., p. 
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be odious to those who would pay it, but not to the people generally. 
Only one person in a thousand would pay il. The Government also 
increased the salt-tax in Madi'as and Bombay. The duty in Madras 
was raised from Be. 1-11 per raannd to Bs. 2 per maund. In 
Bombay it was raised from Be. 1-13 to Es. 2 per maund. The 
immediate occasion for tins was the financial stringency, but it 
was also necessary for moving towards the goal of equalizing the 
salt-tax all over India. 

By these measures, the impending deficit was converted into 
a small surplus. But the expenence of four years convinced the 
Government that the only radical remedy for the chronic deficits 
was the decentralization of finance. 

"When the financial statement was presented on 2 April 1870, 
a bill for renewing the income-tax was also placed before the 
Council. It was proposed to raise the rate to 0 pies in the rupee, 
or 3| per cent. This roused some opposition. The public consid- 
ered the income-tax as an emergency measure, and to continue 
it from year to year was regarded by many as impolitic. Strachey 
pointed out that in no other way could the financial needs be 
met than by imposing an income-tax. The estimated yield of 
the tax was ^£2, 180, 000, but the actual yield was slightly lower. 
In 1871 the Finance Member again moved tor a renewal of 
the income-tax and all the old objections against the tax were 
repeated once again. Inglis, an officer who had had experience 
of income-tax collection in the North-Western Provinces, com- 
plained about the lack of rehable data for assessments, which made 
the tax ‘ so hateful to the officer who had to assess il and the 
people who had to pay it’. Several cases of corruption and 
oppression had occurred; a large number of people bribed the 
subordinate officers to keep their names off the list. He believed 
that ‘ for every man who paid income-tax to the Government, 
twenty paid to get off; and that foi“ every rupee paid into the 
treasury, another was paid to the subordinate native officials ’. In 
his view, the income-tax demoralized the people of India and 
created widespread disaffection. John Strachey questioned this 
statement. In his own experience, no serious oppression had 
arisen on account of the income-tax. Sir George GarapbelT pointed 
out that incomes from property and from labour should be assessed 
at different rates.’’ 

The income-tax was again imposed in 1870-1, and, as a result 
of the increased taxation, drastic retrenchment and the measure 
of decentralization, the year 1870-1 closed with a surplus of 

,482 ,990, which was half a million more than the estimated 
surplus. 

The income-tax was continued for two years longer, but the 
taxable minimum was raised from Ea. 600 to Bs. 760 in 1671-2 
and to Es. 1,000 in 1872-3, Year after year, there was repeated 

^ lfleiit.-&OTemor of Bengal. * LegiaJaiiw Oouneil Praoeteiingi (1871), jp, 4(H. 
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criticifaui on its venovval, and the discussions of the annual Finan- 
cial Statoment became lively. Official nieinbeva expressed their 
opinion freely in those days, and the non-official European repre- 
sentatives were loud in their criticism of the Goveiniiient. The 
provincial Governments also became more and more opposed to the 
income-tax. Sir George Campbell held that a proper assessment 
of income-tax was difficult in the existing state of statistics. In 
the oiiinion of Sir William Mmr, the great objection to the tax 
was that it destroyed the influence and popularity of the district 
officers and fostered suspicion and concealment on the part of the 
moneyed classes. The Madras Goveriunent considered the income- 
tax to be entirely unsuited to the conditions of the country. 
However, the Finance Member was unwilling to give it up, and 
its abolition in 1873 was chiefly due to the opposition of the new 
Viceroy, Lord Northbrook. 



CHAPTER XIII 


DECENTRALIZATION OP PINANCE, 1870-1 
§1. Genesis of the New Measure 

At last, the dreams of Lning and Massey came true. The 
financial dislocation resulting from the increase of expenditure and 
decline of revenues after 1866 has already been dealt with. Im- 
mediately after Mayo took charge of the viceregal office, he 
realized the seriousness of the situation. Expenditure went on 
increasing, but revenue did not keep pace. Year after year the 
budget closed with a deficit, and the accumulated deficits from 
1866 iiuiounted to above -£6 millions. He boldly carried out 
Tetrenchraeut and imposed additional taxation; but he soon realized 
that such measures were not adequate for restoring financial equili- 
brium. Demands from the provinces were increasing, and this 
was the crux of the situation. ‘ Tliere was only one remedy ; to 
prevent the demands being made and this could only be done by 
imposing on the local ftovornmenta a real and effective responsi- 
bility for maintaining equilibrium of Iheii’ local finances.’^ As the 
Government Resolution put it : ‘It was expedient that as far as 
possible the obligations to find the fimds necessary for administra- 
tive improvements should rest upon the authority whose immediate 
duty it was to devise such measures.’® Lord Mayo therefore pro- 
ceeded to sti'ike at the root of the difficulty by initialing the first 
successful measure of decentralization. Thus he set in motion a 
force which, gathering momentum in successive periods, has 
brought India to the tliresliold of federal finance. 

Before the close of 1869 Lord Mayo launched his scheme for 
discussion and elaboration. Pully recognizing the value of focus- 
ing attention on the question, Mayo placed the measure before 
the Legislative Council at the very outset. Temple and Strachey 
strongly supported him.® Temple’s minute^ which began the dis- 
cussion, stated that he was only carrying out what he understood 
to be ‘the tendency of the views and wishes of the Governor- 
General’. Mayo wrote: 'T am determined not to have another 
deficit even if it leads to the diminution of the army, the reduction 

* Minute on Lord Mayo’s Administration by B. Stracbey. 

® Resolution No. 334, 14 December 1870. par, 8. 

* Temple bad banself adumbrated a scheme of decentralization before Mayo 
arrived, whereby he proposed to enlarge the financial powers of the Madras and 
Bombay Oovernments, and naturally he would have heem keenly interested in 
putting through Mayo’s measure. But he bad to leave fox England soon, after- 
warda and the whole burden tell on John Ptrachey, who acted as Thnanee Member. 

* 28 June. -r V . 
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of the civil establishments and the stoppage of public works.’ He 
was convinced that the pi’ovincialization of certain revenues and 
heads of expenditure would lead to economy, increase provincial 
lesponsibility and avoid much administrative difficulty. Above all, 
he thought that it would enable the rulers of the country gi’adually 
to institute in various parts of the 'Empire something m the shape 
of self-government, and that it would eventually lead to the larger 
association of Indians in the conduct of pubhc affairs. 

The chief object of Mayo’s proposal was the transfer of certain 
administrative services to the provinces, with fixed assignments 
of revenue in order to meet those charges. The departments thus 
handed over were jails, police, education, registration, medical 
services, printing, roads, civil buildings, and miscellaneous public 
improvements. Evidently they were services essentially of a local 
character, and the provincial Governments could be legitimately 
expected to take a special interest in their upkeep. But they 
were also spending departments, and the revenues realized from 
them were small as compared with the expenditure incurred in 
maintaining them. The central Government were unable to give 
the provincial Governments the whole grant hitherto made for those 
services, viz. ^50, 019, 512. In order to relieve the imperial ex- 
chequer, the sum of ^350,000 was deducted ont of it and the rest 
was distributed among the various provincial Governments. The 
deficiency was to be met either by economy or by provincial 
taxation. 

The scheme was sent to the provinces for opinion. The 
Government of the North-Western Provinces hailed the scheme 
‘with hope and confidence’.* Madras also accepted the proposal, 
but hoped that more departments would be transferred and sub- 
stantial revenues assigned to the provinces.* The Government of 
Ihe Central Provinces suggested that some revenue of an elastic 
character, such as that fiom excise or forests, might be handed 
over to the local Governments, as otherwise it would be difficult 
to find funds in the provinces.' The same Government also pro- 
posed that the whole provincial revenue and expenditure might be 
transfeired to them. Bombay expressed itself .strongly against 
fresh local taxation. That presidency was then in severe straits 
owing to the sudden fall in the price of cotton. The Governor of 
Bombay recommended a Eull-flcdgeri federal system of finance as 
the best solution. In case of necessity, the central Government 

* Letter, 16 September 1870. 

’ Jost before the Beaolutioa was issued, the O-overnment of Madias had made 
certain ‘ overtures ’ for a financial arrangement (letter, 27 September 1870), but 
the (Jovornment of India'e reply (19 October 3870) upset the Madras authorities 
so much that they wrote (8 November 1870) that they * cannot disguise from 
themselves that they have found a spirit of distrust and a spirit of inquisition, 
whore they hoped to obtain confidence and independence and that they had 
‘ reluctantly arrived at the conclusion (hat it is not practicable, under present 
circQhiBliBneea, th come to a bannonions adjustment of opinions and intorcsta with 
the fiovemment of India '. 

* Lettwfj 27 September 1870. 
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might take the whole revenue of India, but nornaally, he said, 
local revenues should be devoted to local recinirements. 


§'2. The Resolutions of 1870 and 1871 

After ascertaining the views of the pio'vincial (Tovernmeiits, and 
after further discussion in the Council, the (rovernment of India, 
on J4 December 1870, published then Resolution No. 034, which 
has since become famous. It contained the details of the proposed 
system. The assignments (total 64,688,711) were apportioned 
amoug the provinces as follow's 


£ £ 


Oudh ... 206,948 

Central Rrovuices 261,263 
Burma ... 275,332 

Bengal ... 1,168,592 


N.-W. Provinces 640,792 
Punjab ... 516,221 

Madras ... 739,488 

Bombay ... 880,075 


The Resolution definitely laid down’ that ‘ unless some fiscal 
misfortune, such as heavy loss in the opium revenue or national 
disaster such as war or severe famine occurs, the Governor-General 
in Council will maintain for the future the assignments for 
“ Provincial Services ” at the amounts now fixed ’, and that ‘ they 
will not in any case be reduced without previous consultation with 
the Governments ’. The provincial Governments were required to 
prepare their own local budgets on the basis of these assignments 
and to distribute the assignments between the several services. If 
any savings were afiected, they were to remain with the provincial 
Governments and were not to be appropriated by the central 
Government. The annual budgets were to be published in the local 
Gazettes for general information and a financial exposition was to 
be made before the local Legislative Council. 

Some restrictions were, however, imposed upon the new 
financial powers of the local Governments. "Without the previous 
sanction of the Government of India no new appointment was 
to be created with a salary of more than Rs. 250 a month, no 
addition was to be made to the salary of any officer whose pay and 
allowances exceeded Es. 260 a month, no classes or grades of 
officers were to be abolished, and the pay or grade of no class of 
officers was to be raised. Nor were additions to be made to the 
pay or allowances of any individual or class of officers that would 
lead to an increase in the emoluments of any public servant, doing 
duty in the same province, whose pay or allowance was charged 
to the Government of India. The supreme Government also 
retained power to forbid alterations in rates of pay or allowances 


* P*r. 17. 
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which would produce inconveniouce in other provinces. No 
moneys wore to be removed from the public treasuries for invest- 
ments. ‘ No services now rendered to other departments at the 
charge of the departments made over to the control of the local 
Governments are to be diminished, and no services now rendered 
to these departments at the chaige of other departments are to be 
increased.’ 

On 20 March 1871 the Government issued another Eesolution 
transferring additional services to the provincial Governments, 
namely (1) petty construction and repair of buildings in the civil 
departments (with some exceptions); (2) medical services, com- 
prising salaries and allowances of medical officers of medical 
colleges, central jails and other minor items. Other alterations 
were also made in the assignments as fixed by the Eesolution of 
December 1870. ‘ A special donation of £200,000 was made to 
the provinces in order that they ‘ may be able to inaugurate the 
plan successfully and to have as it were a fair start ’. The actual 
resources thus handed over to the provincial Governments for the 
year 1871-2 are given in the following table 


raOVINCIAL HESODBCES IN 1870-1 


Provinces 

Total 

assign- 

ments 

Beceipte 

surren- 

dered 

Total 

tesources 



£ 

£ 

£ 

Madras 

... 

762,300 

81,800 

884,100 

Bombay 

... 

901,200 

66,300 

966,600 

Bengal 

... 

1,197,900 

S64.800 

1,463,700 

N.-W. Provincee 

... 

685,000 

110,000 

746,000 

Central Provinces , . 

... 

269,600 

24,000 

293,600 

Punjab 

... 

628,800 

67,400 

696,200 

Burma 

... 

276,600 

28,600 

306,100 

Oudh 

... 

211,800 

14,700 

226,000 


* Eesolttidott (Finance) No. 1659 of 20 March 1871. Among the alterations 
was the retransfer of the Calcutta UniTersity from the provincial to the imperial 
budget (Iiettea; from the Q-ovemment of India, 23 March 3871). 

^ Drawn np from Besolution 1660 of 20 March 1871, and from the Financial 
Bthtmnent, 1871-2, 
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The Pioviueml BtuUjet 

Thus a separate budget was formed for each province, and the 
services handed over ceased to be mentioned in the imperial budget. 
The disappearance of the transferred subjects from the central 
budget created misgiving m the minds of some people, and in 1870 
the provincial budgets were appended to the iinjierial budget.' 
Ifurther, the nature and size oif assigunienls varied from year to 
yoar according to the state of imperial finances. 

One of the underlying principles of the Resolution of 3870 was 
to give the provincial legislatures, where such existed, some real 
responsibility in regard to provincial budgets. Paragraph 19 made 
clear provision for this. ‘Each local Oovernment will publish its 
own provincial service estimates and accounts in the local Gazette, 
together with a financial exposition (which should, where possible, 
ha made before the local Legislative Council) analogous to that 
annually made in the Legislative Council of the Governor-General. ' 
Had this provision been given effect to, there would have been 
an early growth of financial responsibility in the provinces. But 
it was soon realized that such a procedure contravened s. 88 
of the Indian Councils Act of 186]. The sanction of the Council 
was only required Cor levying new taxes, and there was no point 
in presenting a budget to the Council if it could not be discussed 
by it. However, the Government of Madras boldly suggested that 
the provincial budgets should form a schedule to an Appropiiation 
Bill and that its contents must be voted section by section , as in 
the British Parliament." The Advocate-General (John D. Mayne) 
pointed out that such a procedure would paralyse the whole exe- 
cutive and make the Legislative Council sovereign. But, nothing 
daunted. Lord Napier held firmly to lii.s opinion. The Government 
of India were shocked by the proposal and did not approve of it.® 
The Madras Government, as usual, appealed to the Secretary of 
State, but that was of no avail." ' Such a mode of procedure 
wrote the Secretary of State, ‘ is only applicable in a representative 
assembly, which has full powers of control over the executive, and 
such TOwers Parliament has advisedly withheld from the Legisla- 
tive (louncilff of India.’ The Government of Madras had to wait 
fully 60 years to obtain that authority, and perhaps it was right 
that it should be so. 

However, although the right of public discussion of the budget 
was not conceded, the provincial Governments obtained greater 
freedom for distributing their expenditure among the transferred 
heads so long as they did not exceed the total expenditure allowed 
them. The exact extent to which the right of reappropriation w'asf 

' Finaaqial Statement, 18 Match 187S, p. 398. 

“ latter from Madras, No. 147 of 18 April 1871. 

“ letter to Madras, 11 July 1871. 

^ liefitar from Madras, 19 fleptember 1871. Dispatch from Secretary ai Sfete 
to the dovomment of India, 18 lannary 1873, ’ v f ' 

» (, I 
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permitted is not quite clear, for, wlien the tlovernment of Madras 
proposed in 1874 to inci'case the grant for education by reducing 
that for roads, the Secretary ot State interfered and maintained 
that there was ‘ an implied understanding ’ that no one of the 
grants should be wholly sacrificed to the others. However, it was 
not denied that the right of reappropriation existed.^ Hive years 
before this, provincial Governments did not possess even such 
powers as municipalities then possessed over their budgets. They 
were long in tribulation, but deliverance came in 1870 

§4. Criticism of the Measure 

As usually happens in the case of moderate measures, the 
new reform was attacked from two opposite sides. Some opposed 
it from the central Goveriiment’a point of view; others criticized 
it fram the provincial side. The cenliists averred that the measure 
was too radical; the provincialists complained that it was too con- 
seivative. The evils which the centrists predicted were that (1) it 
would lead to tho disintegration of the power’s of the central 
Government and to a separation of interests between central and 
local authorities; ('2) the local Governments would become extrava- 
gant; and (3) ‘ improper and infamous ’ taxation would follow in 
the provinces to the great detriment of British dominion in India. 
Those who advocated provincial claims pointed out on the other 
hand that (1) the assignments were inelastic and were unequally 
distiibuted; (2) the provincial Governments had no interest in im- 
proving the revenues; and (3; the restrictions imposed upon the 
provinces were too hai’d and mconvenient. Therefore they advo- 
cated a more thorough-going system. 

The chief proviiiciulist opposition came from Madras. Not only 
lion-officials like J. b. Norton, but responsible officers like Sir 
Alexander Arbuthnol regarded the med.sm’e as inadequate. Norton 
held firmly to tho Madi-aa plan of fedei-al finance. ‘ The language 
of .sound clecentralijiation said he, ‘must be, “give me so 
much and you keep all the rest This view was supported 
by the newspaper Hindu Pahiut which wrote : ‘ Our plan of 
decentralization is this — ^wo would separate all the imperial charges 
from the local budgets and exact a percentage as a soi’t of tribute 
from the local (Toveniments for tho defrayal of iinpeiial expendi- 
ture. . . . This is to become a first charge upon local revenue.’ 
It is rathCT remarkable to note that Arbuthnot also held the same 
view. In his opinion, ‘ instead of determining what sum each 
province is to bo at liberty to expend on the provincial admini- 
stration , the Government of India ^ould detei’mine what sum each 
province should contribute for imperial purposes and should, leave 
the remainder for provincial pui’poses Macfadyen sarcadiicalljy 

* Sw alrwsbey, Dp. dt., m, ISH-S. > , , 

’ of Wjs 0oen|ial„ 1801, 
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remarked : ‘ Decentralization as understood by the Government of 
India is rathor like a one-sided application of the scriptural in- 
junction, ‘Bear ye one another’s burdens.’ ‘Just so,’ said the 
Government of India. ‘Here, Madras, Bombay, etc., bear this 
burden, we are tired ot it.’ 

However, the Madras leaders recognized that a good beginning 
had been made. Norton hailed the measuie, although it fell far 
short of his expectations; toi he believed that it contained the 
‘ seed and germs ot viliat in due season will ripen into the best 
and richest fruits’. Rama Ayyangar thought that the proper 
adjustment of the relative positions and functions of the subordi- 
nate and supreme Governments was one of the ino.st difficult of 
administrative problems and therefore he was not disappointed that 
no sweeping change had been made, and that it was sought to 
proceed step by step. 

The centrist attack was baaed on the traditional policy of 
centrahzation. The permanent staff of the Government of India 
have always been cautious and have often been inclined to look 
with suspicion on any measure which delegated power to provincial 
Governments. Many of the stalwarts who hitherto opposed the 
pohey, including Lord Lawrence and Sir Charles J. Wingfield, 
spoke to the Finance Committee of the House of Commons on the 
colossal evils which were going to result from the decentralization 
policy. Lord Mayo, though the head of the Government, had him- 
self to face much opposition even from bis own secretariat. ‘ But 
these cautious statesmen and financiers later admitted that the 
measure had not produced the ills that they feared it would. They 
found that it resulted in the establishment of more harmonious 
relations with the provincial Governments and thereby made the 
position of the central Government really stronger than before; 
that it produced no extravagance in the provinces, but rather led 
to economy; and that no injurious measures of taxation were in- 
augurated in the provinces consequent upon this arrangement. 
The supreme power of the central Government was in short not 
weakened. According to John Sliachey, Lord Mayo hated the , 
very term ' decentraUzalion ’.® Strachey adds : ‘ A more inappro 
priate term could hardly be found. It seems to suggest that the 
Government of India has given up its own power of control over 
the imperial revenue and expenditme. It has done nothing of’ 
the kind. The powers of the supi’eme Government have beer* - 
increased rather than diminished. An unreal and illusory authoritj 
has been abandoned and in its place a real power of control has 
been substituted. . . . The end to be aimed at by the Government’ 
of India is to divest itself of all detailed concern with those items* i 
of expenditure which pertain to branches of administration, theJ 

t 

’ See Sir William Hunter, Life of Mayo, vol. IT, p. 76, *' 

* LeghtaUws Cowml Proeeedtngs (1871), p. 169i also Mayo’a epeeoh, ibid,, 
pp, SSO-X. Mayo seema to bava avoided the term eyen in personal 
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details of which it cannot in fact control.’* Thus all the vexatious 
interference of olden dajs had to go. 

§5. Inequalities tn Grants 

The loudest complaint made by the provinces at the time was 
about the unequal distribution of the assignments among the 
various provinces. The allotments weie not based on actual or 
future needs of the province or with any regard to amounts contri- 
buted by them , but (lu the words of Mayo himself) , ‘ in the pro- 
portion which the several net provincial grants bear to the whole 
net grant ' : which of course meant that it was divided simply 
with reference to the status quo which had been reached by the 
unsatisfactory methods of apportionment used m the days of 
centralization. They arc called ‘ unsatisfactory methods ’ because, 
when the Government of India retained the whole purse, the distri- 
bution of funds was not done on any equitable basis, but according 
to the pressure of the demand and the clamour attending it.® The 
result was that those provinces which contnbuted moat to the 
revenues received least to spend. When the assignments were 
divided on that basis in 1870, the injustice of the division became 
patent to all. The Governments which were favom’ed before were 
still favoured, and those that suffered before had still to bear their 
undue burdens with patience. Lord Napier, when acting as 
Viceroy in 1872 (pending the arrival of Lord Northbrook), wrote a 
vigorous Minute setting forth the inequalities of the apportion- 
ment.® Bombay, the Central Provinces, Burma a,nd the Punjab 
were favoured; Madras and the North-Western Provinces were 
neglected. Bombay and the North-Western Provinces, he pointed 
out, had almost equal revenue, but Bombay got £901,200; while 
the North-Western Provinces got only £635,000. The revenue pf 
Madras exceeded that of Bombay by £1 ,324,531 and Madras had 
also a much larger population; but the assignment to Madras 
was £148,900 less than that of Bombay. Bengal, Madras and 
the North-Western Provinces got £2 per head of population while 
Bombay received £6 per head, and Burma £11. He pointed out. 
that Madras would have immeiately remonstrated, had it not been 
for the thought that ‘ it was not right to raise complaints at the 
very inception of the reform Lord Napier therefore recom- 
mended a more equitable basis for distribution. He suggested that 
,in course of time, all provinces might be given 15 par cent, of 
thpir gross revenue, but this suggestion was not given effect to. 

' ' Temple and Strachey admitted that there was some inequality, 
|faut could not agree with Lord Napier that it was possible to 

■k ‘ LegislaUve Counod Prooeedtnga (1871), p, 169. 

J * See oh. ax, §3. Also Bepoit of tho Moyal Cornmasion on Indian Ht^mdiUtro, 
ml, m, p. 317. 

f * MSntite, 3 May 1873. The ITadrae Govariuneiat complained in a i^colwr 

* ,3^p. 8dn3 of 17 Avgaet 1878, agtUnaii ’ perpeteating pre-existing grievAiloes ’< ^ 

.1 )!?/,), - f 
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rectify it easily. ‘ We must lake existing things for our basis,’ 
wrote Temple.^ ‘ We must admit some degiee of inequality in a 
matter whei'e equality is impossible.’ Strachey wont lurther 
and questioned the view that the amount of revenue was the right 
basis for distribution of expenditure in a country like India. ‘ The 
Empu’e must be tieated as a whole,’ he said, ‘ not as a colleution 
of separate and semi-independent states.’"* Some of the new pro- 
vinces could not be maintained by then- own revenues. They have 
naturally to subsist partly on the income from the better developed 
parts of the Bmpire.'’ ‘ Actual requuements and actual means of 
meeting them can alone determine the amount which the G-overn- 
ment of India ran properly grant.’ 

The Government of India held that it was not possible to make 
any sjetem of distiibution absolutely equitable. Lord Mayo said : 

11 18 quite possible tlial as herelotoi'o, certain inequalities may 
exist as between pioviuoe and province; but we teel that, had we 
entered on u minute inquiry as to the precise amount which should be 
given to each Government in proportion to their revenue and popula- 
tion or m respect to the area or inquiremonls of each province, such an 
inquiry must last tor a con&ideiable time, iind wo were not at all 
convinced that, even it such an inquiiy had been entered upon, the 
result would be more satisfactory than the basis which we adopted, 
namely the gi-ant for the past year. These grants have ever been 
made on the consideration only ot our power to give and of the wants 
of each movinoe, and I believe that any more minute inquiry than 
that would have only led to tailure.* 

All this did not convince the proviucial Governments, because 
they found their purses becoming leaner. The fact is that these 
grants had been made previously according to the actual demands 
from the pro"vinces. Indeed it was admitted that backward parte 
of India had to be supported from the revenue of the more deve- 
loped areas; but such a burden should fall equitably on all the 
developed parts and not be home by some of them only. There 
was no reason why the peaceable peasant proprietors of Madras 
and the North-Western Provinces should bear the brunt of imperial 
expenditure, and yet this state of things continued for another 50 
years.* 

§6. Desire for &i tension 

Most provincial Governments suggested the transfer of more 
services, at least those actually administered by them. Madras 
wanted land revenue, excise and forests, as also law and justice, 
ecclesiastical and medical departments. Bengal and other provinces 

’ Miimtai 9 July 1873 ’ Minute,. 37 July 1873. 

> Lord Iiawrence said befote the Parliamentary Select flonunittee that * the 
surpluB of some provinces must make up for a deficit m other provinces '. Q. ^89, 
a878). < 

* tagivtaiiM Oouneil Praeeedinga &971), p. 1517. * ^ee below. , J ^ 

• I V ■ 



DliOENa’ftALliATlOlT 01? fflNANOli, i8?0-t 17? 

asked lor a similar transfer, and the Central Ihovinces this time 
asked for a completely federal airaiigcmaut. But, of course, they 
were expecting too much, h’or the time being, the Qovernineut 
of India were not prepared to go any liivthor.^ 

But the position was getting mcongiuous. The services ti-ans- 
ferred were mostly of the kind called nation-building. The 
country needed more schools, roads and hospitals; and expenditmre 
on these was bound to expand, especially as India’s economic life 
was then undergoing a rapid change. But the assignments made 
to the provinces for these services were altogetliei' insufficient. 
Even the favoured province, Bombay, considered its allotment 
‘most inadequate The now system held out no prospect of a 
province profiting by the improvement in its revenue. Whether 
its leveuue increased or dimmished, a province would still receive 
the same fixed allotments, and so it had no incentive to foster its 
revenues Sir William Muir, Lieut.-G-overnor of the Nortli- 
Weslein Provinces, wrote ; ‘ It [the fixity of assignments] practi- 
cally declared that whatever may be the increase in the imperial 
revenue or the prosperity of the imperial finances, the educational 
department, that which confers tho highest moral and social good 
on the country, is to hope for no onlargement of its means ft’orn 
that source.’* 

The remedy proposed was the transfer of some important 
sources of revenue to provincial management. This was tire desire 
of all the provincial G-ovemments. Nor did Lord Mayo regard 
this as unreasonable. During the budget debate of 1871 , he said : 

At some future time, it may be thought desirable to a:^portion. 
certain heads of revenue lo local authority, reducing proportionately 
their grants; but I do firmly beliovo Biat if on tho present occasion 
we had suggested anj'thmg of the kind, tlia result would have be§n 
failure, and it is certain that Her Majesty’s Government would very 
properly have required a much longer time than they have taken to 
consider a change of so extensive and fundamental a nature.® 

§7. Increase of Provincial Taxation 

The opponents of the policy inveighed against the mjurious 
local taxation that resulted from the new power given to the 
local Governments. Before the Select Committee on Bast India 
Binance, Lord Lawrence, Sir Charles J. Wingfield, Kazi Shah- 
budm and others spoke ominously of the increased provincial taxa- 
tion and its probable consequences. Wingfield said that ‘ the local 
Govemments are under a direct motive to screw as much as 
-possible out of the people ’.“ The departments made over to the 

'i 

* Msyo’g Mmute, 18 March 1871. 

’ Xemple’s iB'inatioial Staitemenl, 1669-70. 

* Letter, 28 Augnsi 1878. 

*■ Letter to the Govemhieat of India, 26 Lecambsr 1878. 

* LegUlative Ootinoil PmMdingt {i871J, p, 287, 

* flspofi of the Sehet OotmiUe^ (1078), pp, 192-^ 
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local GovernuieutB were all such as call for increase of expemlitiirc, 
and therefore he found a great danger iii the new systcui. ‘ I 
cannot imagine,' he sard, ‘ anything more calculated to disturb the 
public mind and make the people uncertain as to wJiat the futuie 
may produce than the principle of novel and incessant taxation at 
the mere discretionary will of the Government; because the legis- 
lature after all is composed of Government nominees and mainly 
of Government servants.’^ 

However, in practice, the measure did not result in such evil 
consequences. As Strachey, Ellis and others repeatedly pointed 
out in the Legislative Council and elsewhere, the measure of 1870 
did not give provincial Governments any taxation powers which 
they did not possess before. Local taxation had already been 
imposed and had made some progress before 1870. Some of these 
taxes were imposed about the same time as that measure, but 
that was a mere coincidence. Only m the North-’Westeni Pro- 
vinces, Oudh, Bombay and the Punjab were any fresh taxes levied 
as a consequence of the decentralization scheme of 1870. 

In the Noilh-Western Provinces, Oudh and the Punjab, a cess 
of about 5 per cent, on the laud revenue was levied in 1871 for 
meeting the deficiency in the assignments; cesses on land revenue 
were raised m the same year in Bengal and Madras ; and m Bombay 
a tax on the nou-agricultural rural population was levied. But 
these lattei' levies cannot be definitely attributed to the decentrali- 
zation measure of 1870, although there was considerable diffei’ence 
of opinion on the subject among the witnesses who appeared 
before the Pailiameutai'y Select Committee in 187*2 and 1873. 
Altogether a sum of about Rs. 5 lakhs was raised. It has been 
claimed that as the income-tax was abolished about the some time, 
this did not mean any additional biu’den, but while the income-tax 
fell on the trading classes, the cesses fell on agriculturists whju 
were comparatively poor. A well-known saying of Sir George 
Campbell (Govei’uor of Bengal) was made in this connexion. • ‘ The 
Government of India taxed the rich and we taxed the poor, and 
between us we taxed everyone.’® 

§8, Mayo’s Final Estimate 

On 3i March 1871, Lord Mayo made a masterly survey of 
financial decentralization and other measures carried out during his 
regime. He examined the criticism that India was over-taxed. On 
the authority of Grant Duff, he estimated that, while the United 
Hingdom had an annual income of ^£800,000,000 und a per capita 
income of d630 pei* annum, British Indiq, with a total income of 
£300,000,000 had a jicr Cttpifa income of £2. Mayo hitnsftl f made 

‘ In 1871, £azi Shabbudin (Qq. 1848-8 et soq.J ; in 1872, Da Costo, N. iTurdmljee 
and Hutton apoke againat the xneasnre. 

** JjegkUtm Omutil Ftaoetiingi, 27 March 1071, p, 406. , 
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some calculatioiih of l.he lucidence of taxation in the difCei’ent 
oounti'ies and caiuc to tlie conclusion that while British Indians 
paid only Is. iOd. per head per annum, Russians paid 12s. 2d., 
Spaniards 38s. M., Austrians 19s. 7d., and Italians 17s. It must 
be noted that he excluded land revenue and opium excise because 
the one was regarded as rent due to the Government as the chief 
proprietor of land, and the other was shifted on to the foreigner. 
From a total revenue of about £50,000,000 he took only 
£14J million as taxation and the iiopulation having been esti- 
mated at 150 millions, he came to the conclusion that the burden 
of taxation in India came to only 3s. lOd. per head. As Massey 
pointed out in 3868, it was only a ‘Avar of words' to say that 
land revenue was rent. But, even if land revenue had been taken 
into account, the per capita burden oi taxation would have come 
to only 4s. 8d., which was lower lhan the tax burden in most 
civilized countries at the time. 

Mayo, however, agreed that taxation must not be too heavy, 
because the rulers were appointed by a sovereign who ruled in a 
distant land, and a ‘ heavy responsibility devolved upon those 
rulers to exercise more circumspection than those who derive their 
powers from popular representation ’ . He added : ‘ The people of 
this country never had the power of self-taxation and I am not 
at all clear that if they had. they would have made a proper use of 
it. But for good administration in India vast funds must be 
.provided, great expenditure must be incurred, and government 
[must be carried on with much strength and some splendour.”- 
‘ We have secui-ed the imperial revenue from the main elements 
of uncertainty and if we follow the dictates of prudence, I am 
sanguine enough to believe that that normal increase of resources, 
which the growing pi'osperity of the country must yield may be 
i made and can be made to sufBce for future imperial wants.’ He 
f expected there would soon be not only a balance between income 
and expanditui’e but a small surplus; for ‘ surplus means simshine, 
certainty, reduction of burdens and extension of improvement 
works. Deficit means clouds, uncertainty, hesitation, increase of 
taxation and the stoppage of much good and useful work. Be it 
large or be it small, these evils must always to a greater or less 
extent occur.’ In regard to public criticism of the budget, he 
said : ' Oritioize severely every part of the expenditure; discuss it, 
offer opinions abont it; do not advocate petty parings and savings 
in small details, but devote your criticisms to general expenditure 
and to the large establishments, for there it is that safety is to 
be found,’ 

Mayo fully realized the value of the work he had done. Con- 
cluding his speech in the Council, he said : * 

When aU these mis-statements and this abuse Sad odirmf eji:e 
forgotten; -vdien all the malice and uncheritablensas -that has 

- ‘ Cowioil Prooeedings (ISTJ), p. 4S6, , 
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expi'seeed towards men who have hcon honestly doing their duty 
has passed into oblivion, the future historian o£ India will be forced 
to record that, in eighteen short months, the finances of a mighty 
empire were rescued from a state of chronic deficit and oortain 
danger. That m six months, not without groat sacrifices and much 
risk, equilibrium between revenue and expenditure was obtained; 
that in (he following year substantial surplus was shown in the im- 
perial accounts. That ail this was effeeled not by swelling the burdens 
of the masses; not by cheese-paring and (Mittmg down the pay and 
allowances of the humbler servants of Government, not by wild and 
temporary reductions w'hich so impair efficiency that they ultimately 
lead to greatly increased oxpeudituie, but by inernasing for one year 
the burden of taxation four-fifths of which fell only on the woll-lo-do 
part of the population and from which the very poor escaped. . . . He 
must also record that this end was also attained by a calm and 
critical search into our expenditure and by gieat reduction of outlay; 
and that future security was gained by associating with ourselves 
in financial responsibility a large amount of local authority and local 
interest. ... He will have to record that during this year those 
great works of irrigation and preparations for the commencement of 
a new system of railways have bean pushed vigorously on, and that 
in many ways, . . . our militai’y strength has been materially increased. 
New and improved arms for the army have been provided; large and 
costly defences have been added to our principal harbour and in many 
other ways our defensive strength and that of our military marine 
have been increased. No other story than this can be told except 
at the expense of truth; and be it now or hereafter, wherever it is 
really Imown and impartially disoussed, I am certain wo shall receive 
that full meed of public approval which is the highest reward of 
public service.^ 

These words turned out to be the swan-song of that illustrious 
career. Mayo soon met his death in the Andamans under tragic 
circumstances. During the shoid period of three years he achieved 
more than most Viceroys did in five years. He was one of the 
ablest pro-consuls that Britain sent to India; in some respects he 
was the greatest. 

§9. Improvement of the Finances 

That the words of Mayo, quoted above, were not vainglorious 
is clear from the official statistics of the time. Not only was a 
stable financial equilibrium achieved after many years of disloca- 
tion, but the finances of India were placed on a firm and secure 
footing for the first time after the days of Ijord William Bentinek. 
In the 16 years from 1853-4 to 1868-9, there had been deficits in 
all except two (1862-3 and 1866-6). For the tlurec years, 3866-7 
to 1868-9, the accumulated deficit came to ^6*2 millions. But in 
1869, the tide turned; and for four consecutive years (1869-70 to 


* Lejwlotwe Couacit Ftoe^edingt (1871), pp. 4484, 
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1872-3) there was an annual auvplns which amounted to a total of 
millions, made up as follows : 


Year 

1 

Eevenue 

Expenditure 

Sm’plus 


£ 

£ 

£ 

1809-70 

50,901,081 

50,782,452 

118,629 

1870-1 

51 ,413,686 

49,930,695 

1,482,991 

1871-2 

50,109,093 

46,984,915 

3,124,178 

1872-3 

.50,220,360 

48,456,482 

1,763,878 

Total 

! 

i 

i 

G, 489, 676 

1 

1 


This result was due as imich to retrenchment as to the proper 
husbanding of revenue. The total expenditure stood at M2 mil- 
lions in 18G8-9, but was pushed down to .-C46'9 millions by 1871-2. 
The reduction of expenditure is noteworthy in two items, defence 
and ordinary public works. Under defence the average of 1867-8 
to 1869-70 was £16-2 million.s, but by 1872-3 it was brought down 
to dG15-6 millions. The expenditure on public works (ordinary) 
which stood at £6*6 millions in 1868-9 was reduced to JC3’8 millions 
in 1870-1, 

An important reason for the financial improvement was the 
increase of the opium revenue which for four years largely exceed- 
ed the estimates. The Chinese demand for Indian opium was well 
sustained, but the estimates were framed on cautious lines. The 
income-tax revenue also helped in a time of stringency, but after 
the work was done, it went on diminishing, owing chiefly to the 
raising of the taxable minimum.^ 

On an examination of the budgets of twelve years, 1861 to 
1872, Sir Richard Temple arrived at the tentative conclusion that 
a series of six years constituted a cycle in Indian finance and that 
the Government’s income and ordinary expenditure would balance 
during such a aeries of years. In the period 1860-6, three years 
ended in deficit and three years in surplus; similarly also in the 
period 1860-72. But subsequent experience did not quite confirm 
such a periodicity. 

Besides meeting the ordinary expenditure of the state, a large 
number of public works were carried out during the period, and 
for this purpose a now system of borrowing was initiated. J?rom 
1869-70 to 1872-3, dG13*9 millions was raised for capital works. At 
the same time, in order to reduce the burden of ordinary public 
debt, a timely scheme of conversion was put through, while he 


' IFtnaxiditl Stsiiezaent, 1S7S4. 




182 


PEDRHAIi PIKANOE TN INDIA 

■waa away on leave in Rngland (1868), Temple had consulted 
Gladstone in regard to the inanaffemenl of public debt and 
especially convevsion operations.’ The public debt of India then 
paid an interest of S per cent. In 1870, the Finance Depart- 
ment spran" a surprise on the money market by the Gnzellr 
aunouneement that slockholdevs of certain loans would have their 
principal repaid unless they accepted a lower rate of interest. It 
was a ‘ psyeholoj^icnl moment’ for carryinn out such an operation, 
liecause the bucl"et position was strong, thanks to the income-tax, 
the cash balances in the lrea.sin’ios had been increa.sing: to com- 
fortably high figures, ami the yiolilicnl circumstances both of India 
and of Europe, were favourablo. The fundholders were therefore 
virtually forced 1o accepi 4 per cent. Within five years, about .£30 
million out of tlie mitiouul debt was thus converted,* and the 
operation was a great success. It made the Government un- 
popular for the time, but cvenlnaliy it greatly streugtlieued their 
financial position. 

Thanks to the improvement in the Government’, s financial 
position, the price of Govrrninent seenrilies went up. The 4 per 
cent, stock (the ‘ rupee debt') which previously stood at 91, rose 
to 105 in 1873. During the same period, sterling securities also 
rose from 92 to 106. The cash balances in the treasuries increased 
from ^£10 million.s in 3869 to about i‘22 millions in 1872. This 
prosperity was, however, short-lived, owing to a succession of 
famines after 1873. 

§10. Success of Decentralization 

The principal objects of the decentralization measui’e of 1870 
were ; (1) relief to the central finances, (2) economy, (3) greater 
harmony between the central Government and the ^evinces, and 
(4) association of the people’s representatives in the financial 
administration of the country. Mayo hoped that the new raeasm’e 
would ‘ afford opportunities for the development of self-government, 
for developing municipal institutions and for the association of 
natives and Ruropeans to a greater extent than heretofore in the 
administration of affairs *. The Financial Statement of 1871 made 
pointed reference to the hope of the Government that the new 
measure ’ will give the local Governments an additional interest in 
the study and enforc'cment of economy in expenditure; will afford 
them fi just indnrement to supplement their local receipts from 
time to time by methods either most acceptable to the people or 
least fraught with popular objection; will cause a more com- 
plete understanding between the executive authorities and the 

‘ Temple. The Sim t>f Mil Life, vol. T. p. 30t, ' He [OlaaBtonel was so good 
*« to fiiKl time to explain to me the system oC managing the national debt, espe- 
eifttty the manner of pfifecting poiiversions for the reduction of intereefc, as I egn- 
temwaled making eoma attwnpts of this bind on my retnm to India,’ 

’ Temple, 3f«i and Svenu of My Time, pp. 8634, 
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liix-paying claHsea I’especUng the development of fiscal resources; 
will teach the people to take a practical shai’e in provincial 
finance and lead them up gradually towards a degree of local 
self-government 

Of the four ohje<‘{H above mentioned the first fhree ^ere more 
or leas fiillilled before long. Tlie unproveiiieiit in the central 
Oovernnient'.s fimuices lum just been dealt with. As was repeat- 
edly admitted by Temple and fitrachey, that improvement would 
not have been possible had it not been tor the transfer of the 
expanding departments Irom central to provincial management. 
A great economy resulted from decentralization. The tendency to 
growlli of oxiienditiire m tlie Irunsferred heads was checked, 
e.xeept in cdiicalion and medical aid. From 1863 to 1868, the 
expenditure under the Ir.iiisferrecl heads rose Iroin C5,1T2,000 to 
1‘6,080,()IJ(). Mayo liroiiglit it down to tfi.lbT.Ot)!) and in 187.5-6 
it stood at b.o.tihe.bOO. 

That the relations between the central Government and the 
provinces hecanie more and more harmonious is evident from all 
indication-.. Marly in 1873 a eh’cular was addres,yed to the provin- 
cial Governments inijuiring about the results of decentralization 
and the replies were ‘unanimously and strongly’ in favour of the 
system. Sir George Campbell had been previously doubtful about 
the results of decentralization, but after working the new system 
as Governor of Bengal, he became an ardent advocate. In 1872, 
he wrote that ‘ there had been an enonnons reduction in sums 
allowed for civil public w’orks and a very large reduction in the 
assignments for police’. Yet the previous scale of efficiency in 
regard to public works bad been maintained. In another letter, 
he made an acute analysis of all the transferred departments, and 
showed how economy had been effected all round. In the depart- 
ment of jails, many new buildings had been constructed, and much 
outlay had been incuiTed; yet the jail expenditure that year (1872) 
was below the budget estimate of the year immediately preceding 
decentralization. In the public works department, ‘ economy had 
been practised so successfully as to lead to largo savings ’ . He 
then proceeded to deal with the general results achieved. ‘ There 
has been very much less friction in the admini.sttation of the jiro- 
vincial Goveniraents than before, the local Governinent has had 
very much less occasion to trouble llio supreme Goveimment with 
long references and reports, while the supreme Government has 
been much less often put to the pain of having to negative uieasures 
wise and desirable in Lhemaelves merely on the ground of expense. 
The hands of tlie local Government have been much strengthened.’ 
He fully believed that ‘ the localiaition of responsibility and power 
has been and will be productive of much economy and efficiency *. 
Sir William Muir, Lieut.-Govemor of the North-Western Pro- 
vinces, also struck the same note of satisfaction in bis dispatch. 
‘ It has given the local Governments he wrote, ‘ a direct and vivid 
interest to combine economy and efficiency.’ 
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Even Madras, -which originally had a grievance against the new 
system, subsequently changed its mind about its value. In 1872, 
that Government wrote to Calcutta to the effect that the system 
had been working ' very satisfactorily ‘ The system has already- 
enabled the local Government to make provision for much-needed 
works, to an extent which under the pi’evious system would have 
been impossible. The rule under which the unexpended balances 
do not lapse at the end of the year is most valuable.’* Again, 
in 187fl, the Madra.s Government wrote, commending the system 
as ‘ promoting harmony, economy and efficiency of administration ’. 
It still grumbled about the inequality of the grants and remarked 
that they bore no relation to the area nr population of each province 
or to the contribution made by each to the imperial revenue.® 

As for the fourth object, namely, association of the people’s 
representatives in the work of administration — ^which is decentral- 
isation in the real sense — ^it remained only a pious wish for a long 
time, except in the municipal sphere. After 1880, the administra- 
tion of local funds came more and move under popular control, 
but in the provincial sphere it was long before any real decentral- 
ization took place. A beginning was made in 1892, but no 
substantial step was taken till 1920. 


* Telegram, '21 March 167'2 


* Lottei, 9 January 1873. 



CHAPTER XIV 

GROWTH OF LOCAL FINANCE, 1860-73 

§1. Origin of Municiydl and Local Funds 

Local finance has a much longer history than provincial; long 
l)efore. provincial finances were separated from the central fisc, 
local funds were distinctly marked off. In fact, local finance, in 
some form, always existed in the country, and the Act of 1833 
\vhich unified (lie finances of the throe presidencies did not touch 
those local funds. The presidency cities continued to have the 
privileges they enjoyed under royal charter, and they never felt the 
force of centralization which pressed on the provincial Govern- 
ments. Of course, they had only very limited financial activities, 
but those were largely controlled by themselves. 

The subject of local finance is too large to be treated in detail 
in a work of this kind. However, an outline of the development 
will be given in order to enable the reader to view Indian finance 
as a whole at different periods. Provision for local taxation 
already existed, but it was not mucli utilized before 1860. How- 
ever, in the presidency towns of Calcutta, Madras and Bombay, 
corporate life of the English type grew from early days. The 
Corporation of Madras wa.s founded by Elihu Yale in 1687;^ it 
consisted of a Mayor, aldermen and burgesses, and had authority 
to levy taxes for improving the conservancy of the city.® In 
1726, mayors’ courts were established by royal charter in the 
three presidency towns. They were inve.sted with taxing powers 
by the Regulating Act of 1773, and these powers were later ampli- 
fied by various statutes. By an Act of 1866, a body corporate 
was established for these three towns, each composed of three 
salaried municipal commissionors. They were also given powers 
of collecting taxes and executing works of conservancy. 

Early attempts were made to create municipal life in other 
towns also. An Act of 1842 authorized * the inhabitants of any 
place of public rosort ... to make better provision for purposes 
connected with public health and convenience ' , but this was in- 
effective and was superseded by Act XXVI of 1850, which 
authorized the establishment of municipal committees charged 
with making, repairing, cleaning, lighting or watching roads, 
drains or tanks and the prevention of nuisances. It was a per- 
missive Act and was made use of only in the North-Western 


‘ BUbn Yale was Governor of Madras (1687-QS) and was later tlie fonuder of 
the Yale Uabrarsito. 

* Mri Penny, Sistory of Port St Omge (1900), p. HO, 
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Provinces and Bon»bay. Under lliis Ad, octroi diilios soon became 
common in northern India. Tlic (Ihowkidari Act of ISBO iiiillior- 
ized the District Magistrato to nominate a jiancliaynt with power 
to raise taxes and spend the proceeds on the police and on tlio 
sanitation and lighting of the towns. This Act was taken udvaii- 
tage of chiefly in Bengal and in the North-Wcslcrn Provinces. 

The Income-Tax Act of J860 contained a jimvision for the 
utilization of a fourth of the revenue from incomes above Rs. 500 
for reproductive public works. Wilson’s original jn’oposal was (n 
utilize that amount for ‘local purposes’, and in this connexion 
he cited the example of the property tax levied by the slates in 
the U.S.A. But at the instance of Sir Barnes Peacock, the words 
‘ reproductive public works ’ were substituted. However, this part 
of the tax-proceeds was credited to a separate account, and was 
to be appropriated to the different provincial Q-overnments of India, 
to bo applied under their direction for the construction of roads, 
canals or other reproductive public works which bad been duly 
sanctioned.^ The basis of appropriation was the actual revenue 
accruing from each province or administration. It was understood 
that the miimcipalities would be consulted on the works to be 
executed from this fund.- 

Iii spite ot such endeavours, several towns iii India became dens 
of dirt and disease, and corporate life was slow to develop. Laing 
was a great believer in local self-government, and altWigh his 
ambitious schemes for inareasing the financial powers of the pro- 
vincial Governments failed, his attempts at enlarging municipal 
action were rather successful. ‘ It is of the first importance,’ be 
said, ‘ to break through the habit of keeping everything in depen- 
dence upon Calcutta, and to teach people not to look to the 
Government for things which they can do far better themselves.’® 
In 1861 some roads were marked off as local (district) roads, and 
were thenceforth to be maintained from local funds. This led to 
the District Boad Cess Act of 1868 (Madras) and similar Acts 
in other provinces. Trevelyan also gave great attention to the 
subject. In his financial Statement or 1864-6, he said; 

ft is impossible that all the wants of this great continent, 
according to the eontiminlly rising standard of the public require- 
ments, can be provided for out of the imperial revenue. Local agency 
and local resources, which are ns multifarious ns they are inexhaustible 
must be increasingly drawn upon; and the imperial expenditure must 
be gradually confined to such objects as are of common interest to 
the whole of India. ... It is time that the people of this country 
should cease to be helplessly dependent upon the Oovernment, and 
should leam, by the example and aid of their English fellow-subjects, 
to raise and spend their own money in maintaining the roads, 


^ ’ Hiyogi, Tlje Indian Income-Tan, pp. 31-2, 

Financial Statement, 1862-3, ^ 
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improving the Bimitury btate o£ the lowiifa, ouBiBling education, and 
promoting every other subject ol local iulcrcKt.' 

In 1863, provincial Governments were dnected to draw up 
their own annual Local Fund estimates on the lines of the budget 
estimate of the Govorniiioiit of India. The ob|oet of this was not 
to intei’fere with the freedom of loial Governments, but to olitain 
periodically accurate mfonii.ition about the progress of such (nnds. 
Various minor heads of levenne were also transferred by the 
Government of India to the local funds of the jirovinces, namely, 
tolls on the Niiddea river and f'alciitla canals, tolls collected on 
femes on imperial roads, receipts from travollers’ bungalows, and 
jalkar or revenue derived from the fisheiies in Bengal. In Madias 
revenue from fisheiies (excluding pearl and chanh fisheries) and 
10 per cent, of tlie proceeds from the sale of escheated lands were 
transferred to local funds.® 

The sources of municipal revenue varied from province to 
province. In the North-Western Provinces and in the f’lniiab, the 
favourite mode was an oclroi or town duty, formerly levied by 
tho Government but now by the municipality. The town 
duties which early in tho century hampered trade had been 
abolished between 1833 and 1840; the new mmiioipal town duties 
soon became numerous and burdensome. In other parts of the 
country, municipal receipts came chiefly from educational and 
charitable endowments, tolls on roads, ferries and canals, canton- 
ment and banaar funds, port fnnds, and proceeds of houses and 
lands transferred to municipal bodies. In rural areas, however, 
the progress of such corporate enterprise and taxation was slow. 
The village community had still certain common funds, but iu 
most parts of the countiy, there wore no panchayats to administer 
them. 


§2. The Eesoliition of 1864 

The disclosures made by the Sanitary Commission in 1863, 
about the appalling state of Indian towns, served as a great incen- 
tive to the increase of municipal activity in India. In the 
following year, the Govemment published a very important resolu- 
tion on the subject. ' Tho people of this country ’ , so runs the 
Resolution, ‘ are perfectly capable of administering their own local 
affairs. The municipal feeling is deeply rooted in them. , . . 
Holding the position we do in India, eveiy view of duty and 
policy should induce us to leave as much as possible of the business 
of the country to be done by the people, by means of funds raised 
by themselves, and to confine ourselves to doing those things which 
must be done by the Government, and to influencing and directing 
in a general way all the movements of the social machine.’® The 

* Knanoial Statement, 7 April 1864, p. 148. * iliia. 

’ GagHte of Jn4ti^ E«t*aordinary, 14 September 1864. 



ja« FEimRAL FINANCE TN TNBTA 

new policy was thus immediately meant to relievo the troasnry, 
but it had also other general purposes in view. 

At the same time provision was also made for the Hiii)plv of 
funds for municipal expenditure. In view of tlie abolition of 
income-tax, it was proposed lo transfer to local funds a jiortion 
of the charge which was at that lime iiicliiclod in the imperial 
budget, chiefly under muuici]ial police. Already tlic (lovermuent of 
Bengal had authorized the municipal towns to levy a general rate 
upon the annual value of houses, not exceeding 7^ per cent., 
chiefly for the purpose of maintaining the local police; and in the 
presidency towns of Calcutta, Madras and Bombay, a portion of 
the cost of the police force had been thrown upon local resources. 
It was decided that in future, the cost of the municipal police 
ought invariably to be the first charge on municipal funds. The 
mode of levying taxes was left to be decided by the municipal 
authorities, but the examples mentioned were ; a rate upon the 
annual value of houses, buildings and lands; a licenco-tax on trades 
and professions; and a tax on carnages and horses. Town duties 
were also suggested fur some parts of the country, but the duties 
just then levied in noitlieni India affected too many articles; 
in a district in Ondh as many as 1!)7 articles were subject to 
town duties. The Resolution recommended that the duty should 
be confined to a few articles of local consumption such as ghoc, 
firewood, fruits, vegetables, fowls, eggs and animals for slaughter.^ 
Soon after this. Municipal Acts were passed in Bombay, 
Madras and Bengal, and municipal committees were set up in a 
good number of places. Municipal taxation also increased all over 
India, The Corporation of Calcutta raised a successful loan in 
1866. In the Punjab, the North-Western Provinces, the Central 
Provinces and British Burma, nearly all towns had been organized 
into municipalities and were charged with the expenditure for the 
police and essential works of conservancy and general improvement.® 

§3. Progress of Local Finance (1866-73) 

^ Prom the first, the G-overnment were nervous about dmeclly 
raising local taxation. It was feared that fresh taxes would create 
discontent. That was why from 1863 the Government encouraged 
the appointment of local committees for the raising and admini- 
sti'ation of local funds. The support of these committees was 
regarded as most valuable in making local taxation popular. Mayo 
gave a great deal of attention to the work of these committees, and 
when someone reminded him that some of them never met, he 
replied : ‘ 1 would rather appoint a committee that never met than 
have no committee at all. What we want is to recognize the 
principle that we wish to associate with ourselves, wherever it is 

* Finance Department EeBolntion, SI August X86t. 

* Trevelyan B Budget Ststemmit, 1866-i6,^ 
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possible, the natives of this country for this excellent object.’^ 
Mayo also made provision for granting loans to inunicipiilities for 
purposes of local improvement. He agreed that local taxation might 
bo unpopular at first; but, when it was known ‘ that the whole of 
these now imposts are to be spent on objects which will contribute 
to the health, wealth and comfort of the people, they will gradually 
discover that the new money they pay is spent, for their special 
benefit’. ‘I cannot but think’, he added, ‘that when a man 
sees that the road is brought to his door; that his family are 
protected fi'om tliose outbursts of fever and other diseases which 
are unfortunately so prevalent; that when ho sees the school child 
growing into an educated man, he will begin to think how and 
for what these levies are made and will understand the reason 
why.’® 

Till 1870, the chief motive for raising local taxation and for 
setting up local coiiimitlees was the relief to the imperial treasury, 
which had been hard pressed by provincial Governments foi’ funds 
to be spent for local needs; and the funds raised by local taxation 
were administered directly by the Government in most poi'Ls of the 
country. Even where local committees were in existence, their 
financial powers were very limited. Mayo enunciated a new policy 
in his resolution of 1870. He wanted to provide ' opportunities for 
the development of self-government, for strengthening municipal 
institutions, and for the association of natives and Europeans to 
a greater extent than hitherto in the administration of affairs ’. 
It was found difficult to carry out this object in the provincial 
sphere, but greater success was attained in the local. Erom 1860, 
considerable progress was made in local self-government. Local 
rates and cesses increased, and in some provinces a portion of 
the revenues raised was entrusted to the management of com- 
mittees. Municipalities also increased in number and usefulness. 
But the progress made varied from province to province. In pro- 
vinces like Bombiiy the committees made great advance in 
resources and efficiency; but in most other provinces local finance 
continued to be managed by officials. As a resolution of 1861 
puts it : ‘ The inequality [between provinces] sometimes produces 
a sense of injustice, the objects are often those, the advantage or 
local obligation of which the people are least able to understand.’® 
In some provinces matters such as primary education and minor 
public works were under local management while in others they 
were left lo the control of provincial Governments, Even more 
glaring was the fact that while heavy contributions were levied on 
municipalities for police, they had no share in police administration. 

The fact is that no one was quite clear about the charges that 
should legitimately be laid on local resources. On the strength of 

‘ LegiilaUve Cpimcil Proceedings (1871), p. 294, 

’ Ibid., n. 619, 

' Eesohitiob, 30 September 1881, Ko, 8363 parliamentary Paper C. 98 of 1888, 
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some tradition handed down from Mogul tiuicn, it wa.-. lor long 
customary to levy ceaaoa for the maiiitenance of the police. ISvon 
in 1852, according to Campbell, many towns in India piud their , 
watchmen from, the proceeds of a house-tax which varied from 
2 a.nnflw to Es. 2 monthly on the better sort of houses and shojis.^ 
The incongruity of this arrangement wd.s soon chscovei’ccl in 
Madras. In the course of the discussion on the Madras Lioeal 
Boards Bill, Sir Alexander Arbuthnot, then Member of tho Exe- 
cutive Council, said : ‘ The protection of life and property is one 
of the first objects for which Government exists, and although I 
am aware that a different practice obtains in England and in some 
otlier countries, 1 cannot but think that to defray a considerable 
portion of the ordinaiy cost of police out of local funds is wrong 
in principle, illogical and indefensible.’® Thus the Local Boards 
Act of 1871 did not contain provision for municipal expenditure on 
police. But seven years later, a charge was again made on town 
funds for police, for another short spell. Similarly, various other 
services, not definitely local, were met from local funds. The 
extent of thi.s may be realized from the fact that in the Madras 
Presidency, local revenue was used for the training of teachers and 
medical practitioners, for the maintenance of dispensaries, and even 
for the construction of ciitcherries (court-houses') in certain parts.“i 
This was partly the reason why local self-government did not 
become popular for a long lime in India. 

After 1870 local self-government developed in the different 
provinces under separate Acts. It will be useful at this singe to 
give a brief account of local finance in tho different provinces in , 
about 1870. 


§4. Progress in Ihc Provinces 


In Madras, there were 47 municipalities in 1873, and their 
income, drawn chiefly from taxes on buildings, tolls, etc., and 
amounting to £192,044, was spent on police, education, medical 
aid and sanitation. Steady progi'ess was also made in rural taxa- 
tion for local pui'posea. Some of the local funds (e.g. village 
service fund) are of great antiquity. Modem local finance dates 
from the establishment of the District Eoad Eund in 1854, first 
in South Arcot and subsequently in other districts. In the 
year, the rent of ferries and other minor local receipts, formerly 
credited to general revenue, were transferred to the local fund and 
the first Local Fund Beporl was issued in 1856-6. The income 
amounted to £10,000. In 1871, local boards were constituted in 
each of the 36 local fund cU’cles into which the presidency was 
divided, and they were empowered to raise (1) a rate on the rent 
value of land, assessed at 1 anna in the rupee; (2) a house-tax 


ff. Campbell, Modem India and its Government (1883), pp. 
Madras Lepwloifee Ooimotl Prooeedings, 1870, 

U, Veukatarangaiya, Beginnings of Local Taxation, pp, 88-78, 
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varying from Eb. 5 to Ab. 4; nnd (3) tolls on ajiimals and vehicles. 
In 1871, the income of these local boards amounted to .i^50i,469. 
There were besides sevej'al separate local funds in existence, and 
as it may be of some interest, they arc dealt with m an appendix. 

In Bombay, there were 213 district municipal] ties m 1873 with 
a total income of ££536,544. Their chief source of income was 
octroi duties, supplemented by a house-rate, a wheel tax, liquor 
hcences, town duties, market duties, water rate, tobacco duty and 
■hcence, hulalcore cess, police rate, lighting rate fees, fines, penal- 
ties, and miscellaneous receipts. The Bombay Municipality was 
very active during the 2 ieriod, having spent ±'4,000,000 on works of 
improvement (including water supply) and conservancy. Bural 
bodies did not progress so rapidly, and their total revenue was only 
±242,720 in 1871-2, and was drawn from a cess on land revenue 
levied since 1863. fisheries all over the presidency paid a third 
of their produce, and this came to ±4,178 in 1871-2. A tax on 
non-agricultnral classes was levied in 1871 , but was soon aliandoned. 
Other funds were ; terry fund, pound fund, staying bungalow fund, 
toll fund, esplanade fee fund, post fund, school fee fund, cotton 
'improvement lund and lull station fund. Their total income was 
±200,000 in 1871-2. 

In the Central Provinces, there were 56 municipalities in 1873 
'with a total income of ±68,172, raised from octroi duties and a 
house-rate. Rural funds also existed, and were raised by cesses 
on land. They were : a road fund, a village chotokidari fund, 
a school fund, a district dak (post) fund, aud patwari fund. 
Their total income came to jG4(),000. There were also taxes on 
houses, octroi and the pandhari tax on trades and professions, 
amounting to ±27,000. 

In Bengal, there were 135 municipalities in 1873, with a total 
revenue of about ±434,000 (including Calcutta), di'awn from town 
funds, bazaar funds, cantonment funds and chotokidari (or police) 
funds. Octroi was not levied in Bengal. Coiqiorate life in riu’al 
areas advanced very slowly. A road iuiid, and a zamindari dak 
(post) cess had long been in existence, but the rates were low and 
collections meagre. Tolls were also levied on roads, ferries, canals 
and rivers. One great difficulty in raising local funds was the im- 
munity from additional taxation that the zamindars claimed under 
the Permanent ReLtleiuent. They raised a loud protest when, in 
1870, proposals were made for levying local rates for roads and 
education. The niattoi- was fully discussed by the Select Committee 
on East India Finance (1870-3). The Secretary of State sanction- 
ed the cess for roads, and the District Road Cess Act of 1871 was 
the result, Tims, for the first time, a rate was levied on perma- 
nently settled estates. It was limited to a half -anna per rupee of 
annual value, For administering these funds, district committees 
vere constituted with non-official majorities. In 1870-1, the total 
ncome of the local funds came to ±163,000. 
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In the Noi'th-We&tei’ii Provinces and Oudh, municipal mstitu- 
tions made great advances undei the Acts of 1860 and 1866. 'i'liore 
were a hundred mumcipalities in L873, with a total income ol 
Jt'‘234,187. Octroi formed the main souice of their lucoiue, and 
it was collected fiom cotton piece-goods, foodstulfs, other mei- 
chandise and cattle, at rates not exceeding Be. 1-8 per cent, ad 
mlorem. Local funds existed from early days for mamtaimng 
roads, schools and Ihe distiict post. The village police were 
originally remuneiated by grants ol lent-liee laud, but heloro 1870 
a commutation into money look place, and this necessitated further 
taxation. A cess of 71 per cent, on land revenue and a house- 
tax weie levied in addition to the old late of 2J: pel’ cent, for loads, 
posts and schools. In some distiicts, a further rate was levied for 
the payment of patwans (village accountants), as the traditional 
patwan lund had been found inadequate. The total income of the 
local funds came to £560,000 in 1870-1. 

In the Punjab, town committees existed from 1849, but they 
obtained statutory sanction only m 1867. In 1873, there were 128 
municipalities in the Punjab, and their total income was £175,030. 
Cesses had been raised for roads, schools and post, and the total 
late was 23 per cent, of the land revenue. The first general rate 
was levied in 1871, and the assessment was 3 pei’ cent, of the 
annual value or 6 pei’ cent, of the land revenue. The district 
committees which administei’ed these iunds were mostly composed 
of nominated members. 

The state of local taxation in 1871 may be seen from the 
followmg table : 


Province 

Population 

(millions) 

Local 

Taxation (£) 

Bengal (excluding Calcutta) 

.. 60 

250,000 

N.-W. Provinces and Oudh 

... 30 

530.000 

Madras 

.. 30 

470,000 

Bombay 

... 13 

360,000 

Central Provinces ... 

... 9 

160,000 
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OHAPTEB XV 


FINANCES AND PUBLIC WOEKS UNDER 
EEGUEETNG FAMINE 

§1. Famine Belief 

After 1860 the reliel of famine and distress became a great burden 
on the public purse. The famine of Agra and the Punjab in 1861 
involved a cost of Es. 27 lakhs, of which Es. 9 lakhs was sub- 
scribed by the public. The Orissa and Bengal famine of 1866 was 
at first neglected, but later relief operations on a lavish scale were 
carried out at a cost of Es. 95 lakhs, of which a part was wasted, 
and including the loss of revenue, it cost the state about Es. ij- 
crores. During the western India famine of 1868-9, the Govern- 
ment of the North-Western Provinces declared that ‘ every district 
officer would be held personally responsible that no deaths occurred 
from starvation, which could have been avoided by any exertion or 
aarangement on his part or that of his subordinates ’, and thus 
the Government took upon themselves a large responsibility. That 
famine entailed a cost of Es. 72 lakhs. The Bihar famine of 
1873-4 turned out to be one of ‘ unusual brevity and of no excep- 
tional severity ’ , but owing to the lack of accurate information 
about the numbers affected, ‘ an immense organization ’ was set 
on foot at a cost of Es. 6J crores. It was the experience of this 
famine that goaded the Government to organize a system of agri- 
cultural statistics. During the great famine of 1876-8, winch 
ravaged Madras and Bombay, the Government were much more 
cautious, and the administration of relief was very strict. Yet it 
involved a cost of Es. 8J crores, of which Es. 84 lakhs came from 
Great Britain and the colonies. Thus, while during the ten years, 
1860-70, the cost of famine relief came to only Es. 2^ crores, the 
expenditure during the five years, 1873-8, was Es. 16^ crores. 
The following table gives the details of the cost of famine relief 
during the period.^ 


ITamine 

Area 

affected 

(acrea) 

Population 

affected 

(millions) 

Cost of 
relief 
works 

(lakhs) 

Giatuv- 
lons relief 

(lakhs) 

IlOSB of 
land 
revenue 

(lakhs) 

Total 
cost to 
Govern- 
ment 
(lakhs) 

1860-1 

68,600 

200 

12-8 

18’8 

16-8 

49-6 

186S-6 

180,400 

47-6 

SI’S 

SS’4 

30’8 

168’ 6 

, 1868-9 

396,300 

44-4 

86’8 

12’d 

6’S 

73*8 

1 1878-4 

64,300 

31-4 

SOS’S 

S8<1 

S’8 

676-9 

1 1876-8 • ... 

267,300 

68-8 



1«8’6 

1.119’4 


Ada^d {rom tha table in tbe henori of thi Indian. Famine Commiseian (ISSO), 
vol, I, p. U, 
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§2. Attempts at imposimj Jjooal Bespumibilily 

The Government were alarmed at the growing burden of famine 
relief, at a time when expenditure in many other hues was also 
on the increase. The unsteady nature of I he opium revenue and 
the decline of the cubtoms receipts made the (lovernuieut anxious 
to lighten the burden on the central exchequer. With the success 
of the scheme of decentralization in 1870, it was thought that more 
responbihility should be imposed on provincial Goveriiuieuts and 
in the same year, a proposal was made foi localizing the cost of 
famine relief. 

The Commissioners appointed to inquu’e into the Bengal and 
Orissa famine of 1866 made a recommendation that the burden of 
famine relief should ordinarily be laid on local resources. They 
said ; 

On file whole, ... it appcais to us that the time has come 
when to relieve, not ordinary poverty, but the wider poverty of extra- 
ordinary oooasiona, it is necessary to institute some sysiem of local 
taxation by which the riobov persons of each neiglibeuiliood, who are 
best able to test the reality of local distress, may bo made to bear 
Ihe burden of local and partial famine, so far as local moans will 
suffice, before, as a lust lesource in graver cases, resorl is had lo 
the general taxation and the general charity of the country. In the 
abstract it might be most fair that all should bear aliki* anj visit a- 
tions of Providence in any part of the Empire; but, on tho otbor 
hand, there is all over the world so great a tendency to bo ovov- 
charitable to our neighbours with other people’s money, that it sooms 
to be absolutely necessary in some way lo localize all taxation for 
the poor except in case of the most extvemo calamity surpassing 
every local means. ^ 

In regard to the permanently settled provinces, the Commis- 
sioners recommended that ‘ the obligation which the zamindars 
accepted with the permanent settlement, but which they have now 
failed to fulfil, sliould be put into practical operation and that 
local taxation should take the shape of a charge on zamindari 
rights to be enforced by law As in England on similar 
occasions, when the rate assessed exceeded a certain proportion of 
the rental, an assessment on the district should be made, and 
when the charge on the whole district exceeded the maximum, 
assistance should be given from tlie public exchequer. Thus, 
what the Commissioners recommended was, in effect, the adoption 
of the Britisb system of poor relief. However, they also wanted 
the Government to provide that the zamindars should be entitled 
to recover the amounts spent from those who held land under 
them, and that money should be advanced to the zamindai's, to be 
recovered as land revenue by instalments. 

» Stleotwns ftom the Beeofde of the Goeetnment of fndta (Home Deoartment), 
Ha. msxmi a 87 a), p, 4 . ^ ^ department;, 
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In the new system thus proposed, (1) ordinary poverty would 
be left to private charily; (2) extraordinary poverty and want affect- 
ing considerable classes of the niral population who ordinarily 
supported themselves would be a charge on the land, enforced by 
law; and (3) the most extreme famine affecting the maiority of 
the people would be a chaige on the general revenue and a subject 
of appeal to the ehaaity of the people ihroughout the country.* 
Thus what the Commissioners suggested was a complete system 
of poor relief. 

In 1870 these recommendations were circulated by the 
Government of India among the provincial Governments.® They 
brought forth a volley of adverse criticism. The Government of 
Bengal vigorously questioned the statement that ‘ the obligation of 
the zamindars holding under the permanent settlement to support 
the poor of their estate has always been asserted by the officers 
of Government ’. The Bengal Boai’d of Eevenue pointed out 
that if the arrangement proposed by the Commissioners were 
given effect to, the ultimate burden would fall upon the lowest 
class of sub-tenants, owing lo the large increase of under-tenures 
recognized by the Government. The objections urged were : 
(It that the system would impose upon a single class a bm’den to 
which they were not alone liable; (2) that it would throw upon 
zamindars the obligation of supporting people with whom they 
had no business relations; and (8) that by localizing the contri- 
butions for relief and laying upon owners of land a special tax in 
a time of sore distress consequent on the failure of the crops, it 
would exact a duty which, from the veiy cireumstancefl of the case, 
would be impracticable of fulfilment in a season of general 
calamity.® 

The Government of Madras also disapproved of the proposal and 
characterized the levy us a famine-tax and an ‘ inequitable impost ’. 
‘ It would be a crael law which would tax poor districts whei'e 
scarcities often occur, such as Bellary and Ganjam, while it let 
rich districts, where famines never occur, such as Tanjore, go 
scot-free.”* When a famine occurred all the agricultural classes 
were more or less in distress and the only people that profited were 
the grain merchants. On the other hand, the southern presidency 
saw full justification for the state providing relief. 

It must be borne in mind that a famine-strieken district has, 
prima fade, special claims for stale aid, on the probable ground of 
previous neglect in a greater or less degree, owing to which safeguards 
against famine are there wanting -whioh have elsewhere been provided 
in the form of irrigation works or a perfected system of communica- 
tion, by means of which supplies can be reaffily thrown into the 
market whenever the demand offers inducement. ® 

‘ Op, cit., p, 5* * Oircolar letter dated 7 Jnue 1870. 

’ Letter troin Bengal, 3 Bebrnary 1871. 

* Letter from Secretary td the Board at Bevenue, 8 February 1871, 

‘ Xietter from Madras, 16 March 1871, 



198 PEDEBAL PINANOE TN INEIA 

With ref'ET’d to the adoption of the English system of poor relief 
favoured by the Gominissioiiers, a Bombay ofiioer remarked that it 
would be most unsuited to the stale of society in India, tliat tlio 
existing system of private charity in the country was far more 
effectual than any poor law which could be fi'amcd, and that 
‘ it would be nothing short of a calamity were anything substituted 
for it which would tend, as a poor law infallibly would, to crush 
out village feeling 

This question formed also the subject of correspondence be- 
tween the Govei’nment of India and the Secretary of State. The 
latter in a dispatch of 1876 pointed out ‘ the great danger of 
tacitly accepting, if not the doctrine, at least the practice, of 
mnlring the general revenues bear the whole burden of meeting 
all local difficulties or of relieving all local distress, and of supply- 
ing the needful funds by borrowing in a state that establishes a 
permanent charge for all future time,’ and urged upon the Govern- 
ment the need for imposing some form of local obligation for 
famine relief.® 

The Eamine Commissioners of 1878-9, while recognizing the 
* obvious advantages in .so localizing the cost of relief as to iDring 
home to its administrators a sense of personal responsibility for its 
amount and the burden it creates ’ saw ‘ insurmountable difficulties 
in the way of any but a very partial development of such a system 
at that time ’ . 

They wrote : 

In the first place, it involves the assumption that the various 
provinces are, on the whole, equally woll qualified to bear the burden 
that would thus he imposed upon them. But this is far from being 
the case; not only are some parts of the country much more exposed 
to drought than others, but from the nature of iho case tho riclrest 
and most resourceful populations are those which are least exposed 
to this visitation; so that, supposing the cost of relief to be localized, 
the heaviest load would he imposed on those portions of the com- 
munity least able to bear it. There are some looolities whose 
physical conditions preclude the possibility of famine, and which, 
when famines devastate less fortunate districts, reap direct advantage 
from the rise in prices. Moreover, the various provinces differ much 
in the benefits they severally have derived from the expenditure of 
the general revenues, some tracts having been secured and enriched by 
a large outlay of the public money, while for others little or nothing 
has been done ; and if nt the present time a slriot system of localiza- 
tion were introduced it would have the result of still further enhancing 
these inequalities by freeing the more advanced and prosperous dis- 
tricts from a contribution which they could easily spare, and leaving 
the people of the localities least favoured by nature, and worst 
supplied with the means of resistance to meat their trials, without 
that support which they could fairly claim, and which their fellows 

^ Letter trom the Oollector of Satara encloeed in letter from th$ Bevenae Com- 
miseioner, Sonthem Bmeion, 30 Noremher 1870, 

* Dispatch to India, 26 November 1876, 
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have received, from llie roaoiu'oos of the Empire as a whole. On 
all those grounds, we are led lo the conclusion that no system could 
be effectually and justly carried out which should impose on each 
pi’ovince the duty of making good to the central Government the 
sums expended in excess of the provincial revenues on the relief of 
its population in time of famine.^ 

The absurdity of localizingf famine relief to such small local 
divisions as districts, taluks or municipalities soon became patent 
to the Government. The Eamine Commissioners pointed out that 
to leave such small areas to look after their own famine relief would 
necessitate a ‘ law of settlement ’ , on the lines of the law in force 
in England during the eighteenth century, and they regarded the 
consequences of such a law as highly undesirable. In their 
opinion there was no need for a system of general poor relief in 
India, and it would be ‘ impolitic to introduce the idea that relief 
of tho poor in ordinary times is a regular part of the duties of 
the state ... or to depart from the broad principle that it is 
only in exceptional seasons of difficulty that state relief should 
be given ’. However, although financial responsibility should not 
be localized, it was felt highly desirable to impose executive 
responsibility on municipal commiUees aud local district organiza- 
tions, and so to enlist their administrative aid in the actual 
management of relief under Government supervision.® 

§3. Proposals for enlarging Provincial Responsibility 

The optimism of Mayo and Northbrook in regard to public 
works was not justified, as unexpected circumstances intervened. 
The depreciation of silver, the fall of the rupee exchange, the 
recun’ence of devastating famines and the increased expenditure 
on war frustrated the calculations of the Government. In the 
Einancial Statement for 1876-7, Sir 'William Muir (Finance Mem- 
ber) explained the embaiTassments created by cuiTency and 
exchange troubles and the changes in the borrowing policy that 
they necessitated. ‘ With a sudden loss in the year’s estimate of 
a million sterling, and with no assurance that the loss may not, for 
a time at least, assume still larger dimensions, the Government 
has felt that it is not now justified in adding to our future obliga- 
tions by incurring any avoidable debt, oven for the construction 
of works admitted to be beneficial to the country and in theta- 
selves remunerative.’® But work was not to cease immediately; 
that would be wasteful and inexpedient. ‘ Material has beon 
provided; and it would be a spendthrift policy leaving it unused, 
if not even leaving it to deteriorate. Establishments have been 
entertained on a large scale for the rapid completion of the works; 

’ Report of the Indian Famine GommUfion (IfiSO), vol. T, pp. 66-7. 

* ibid., p. 69. 

• Pin^rtwM Slateraent, 81 March 1876. 
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and these establishments caunoj; now be thrown adrift, or oven 
at once materially diminished, without an expenditure in com- 
pensation that would swallow up the savinj^. ft is also of nmch 
importance at the earliest possible period to complete the projects 
which are in course of construction, in order that the capital 
already expended on them may speedily brinj* in a return of 
revenue.’ 

But it was decided to curtail the sphere of operations. 

‘ So long as these present adverse prospects eontinno, this 
class of expenditure will be gradually diminished, so as, in 
the end, if need be, entirely to obviate borrowing for the 
purpose.’ 

Then came the great famine of southern India, which formed 
a test of the value of railways and irrigation woi’ks in the relief 
and prevention of famine, and bronght conviction to the minds 
of the sceptical that such works must be carried out at any cost. 
Lord Lytton, the Viceroy, rose to a full sense of his responsibility 
in this matter. In lfi77 Sir John Sli-achey (Finance Member) 
addressed himself to tlio task of reorganizing public works finance. 
He divided into three classes the works hitherto called ‘ extra- 
ordinaiy Fu’st came works which w^ere not expected to be 
directly remunerative, but neee.ss,iry for imperial purposes; in 
future new works of this kind were to be treated as ‘ ordinary ’. 
Extraordinary public works of a remunerative character came 
under two categories, one w'hich was to be called ‘ imperial cou- 
sisting of great trunk lines of railway and similar works required 
for the whole, or a, large part, of the country, and the other to 
be called ‘pi-ovincial’ or ‘local’, comprising public works of 
special benefit to a province or a district. A. clear line of 
demareatiou cannot be drawn between these two classes of works. 
‘Mperial works confer great local benefits and works of local 
utility enrich the Empire; but although the two classes of 
works thus run into one another, the distinction is nevertheless 
a real one.’ Strachey explained that it was impossible to meet 
from the imperial revenues the obUgation of providing all the works 
of local impj-ovement which India requires; but the central Govern- 
ment were still can’ying on works of little imperial importance, and 
this caused considerable financial difficulties. All over India, there 
were large numbei's of irrigation works which, although contribut- 
ing only a small direct return, resulted in large indirect benefits 
to the province or locality where they were situated. 

_Tn a oounhy like India, exposed not to the chance, but to the 
oOTtaiuty, of periodical drought and iamine, the construction of works 
of irrigation is often an absolute necessity: it is a necessity, whether 
the people in ordinary seasons take the water or not, and whether 
th6_ canals pay or not. Although the province of Orissa is secured 
against famine, the (Orissa) canal gives no direct return on the great 
sum of money borrowed for its construction, and does not even pay 
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its wol’king expenses; therefore the whole burden of tlio charge falls, 
not on the people really benefited, but on imperial revenues.* 

The Sone Canals in Bihar were also in the same position 
Strachey forcibly asks : ' Why ai’e districts and towns to pay for 
their own roads and schools and hospitals, for the [)aving and 
drainage of their streets, and their supply of drinking water; and 
why is it wrong that they should pay something for tlie irrigation 
works on which the actual existence of the people depends? ' 
Indeed hrigation works were necessary for protection against 
famine, but they need not all be maintained at the expense of 
the Indian revenues. Accordingly it was decided to enforce pro- 
vincial responsibility for works of provincial utility. ‘ Our present 
plan is this,’ said Strachey, ‘ we desire to throw upon everj' 
province, so far as this is now practicable, the responsibility for 
meeting the costs of its own requirements.’ Oveat advantages 
were anticipated for this new policy. 

When local Governments find that this responsibility has been 
imposed upon them, and that the only means of obtaining, without 
fresh taxation, the works of improvement which they require, is the 
wise and economical management of the works themselves, and the 
development of the income which they yield, they, and their officers, 
will take an altogether different interest in these matters from that 
which they -feel now, when the only apparent practical result of 
careless financial administration is diminished profil in the distant 
treasury of the Empire. When new proposals 1o construct works 
of improvement with borrowed money are brought forward, the in- 
oentives to economy and care on the part of the local Governments 
will be espeoially strong, and a powerful check will bo placed on 
extravagant projeota and enthusiaslio estimates of profi,l. Under the 
present system, every province desires to get for its own useful works 
as large a share us possible of borrowed money, knowung that, whether 
the anticipations of future income prove to be, accurate or not, there 
will be certain gain to the province and loss io the imperial treasury 
alone.® 

Accordingly, arrangements were made under which a guarantee 
might be given by each province for the interest on the capital 
expended on its railways and canals and in order to enable pro- 
vincial Governments to discharge such a responsibility, it was 
decided to impose fresh taxation, at first confined to certain 
provinces. They were (1) a modification of the Local Bates 
(North-Western Provinces) Act of 1871, a part of the pi’oceeds 
being assigned for public woi'ks; and (2) a light licence tax on 
trades and dealings in the North-Western Provinces. The Govern- 
ment of Bengal were also directed to levy similar taxation for meet- 
ing the new expenditure that was going to be thrown on them. 
No additional taxes were imposed in Madras or Bombay as they 


‘ X'inattoial Statement for 1877-8, pp, 140-1, 


Ibid., p. 148, 
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were stricken by one of the moat devastntinp; fiiniinos of inoclei'n 
times. 

From L878 the term ‘ exlraordinai 7 public works ’ was drojipod 
and public works came to bo chissiricd as ‘ productive ’ ami ‘ pro- 
tective ’ works, and this was explained in the financial wtaleuieut 
for 1878-9. 

Lord Lytton gave full support to the proposals of 8lrachey 
and he ably defended them in his apeerh before the Legislative 
Council in 1877, while discussing the taxation proposals mentioned 
above. Eeferring to the beneficial effects of railways and irrigation 
works, he said : 

It is an unquestionable fact that the railways, and the railways 
alone, were the salvation of the situation in North Bihar during the 
famine of 1874; and that they have again been the salvation of the 
situation in Madras during the present year. The sea, no doubt, 
would have thrown rice into the town of Madras, but, with the cattle 
dying of drought, it would have been impossible to move the grain 
up country; nor, if every possible mile of navigable canal had been 
completed throughout the Madras Presidency would it hnvo greatly 
helped us to throw grain into those very districts where the famine 
has been at its worst; for the broken upland country of Bollary and 
Kurnool, and the Mysore plateau, arc physically impracticable for 
big canals; and had there been no railway within reach of ibeao 
districts, the people, where they have now died by hundreds, must 
have assuredly succumbed b,y thousands. . . . Wo are systomatiKing 
a policy, the principles of which have been repeatedly approved and 
proclaimed by our prodecossors. We are associating with it the 
interests, the powers and the duties of our local aclmiiiiHtruffons. We 
are providing them with the means of permanontly prosecuting and 
developing it . . . exempt from the distressing uncortainty which 
has been hitherto inseparable from the execution of tliis policy, in 
consequence of the obligation, which has till now rested upon the 
Government of India, with very limited funds at its disposal for 
the prosecution of public works, to choose, from year to year, betwoon 
the conflicting claima upon its purse of the various and dissimilar 
localities of this spacious Empire.^ 

The provincial Governments also welcomed the scheme. The 
Governments of Bengal and the North-Western Provinces were 
prepared to undertsike large railway and canal extensions with the 
resources already assigned to them. 

But the Secretary of State did not accept Lytton’ s proposal, 
and although parts of the scheme were later put into effect, the 
main scheme foil through and the progress of public works had a 
set-back. Sir John Strachey wrote : 

A nobler, more humane, or wiser programme was never devispd 
by any government for the benefit of a country than that put forth 
by the Government of India in 1878 for the protection of India 
against this most terrible and ruinous and far-reaching of all natural 


htgiilaiiw Qoundl Pfooeiiiiigf, ifl December 1877, 
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ealanaities; and until it is brought into far move complete operation, 
than has hitherto been permitted, the most urgent of the duties of 
the British rulers of India to the vast population they havo under- 
talteii to govern, will be left unfulfilled.^ 

However, the above proposals gave a fillip to provincial public 
works activity. Already, some of the provincial Governments had 
been vigorously pushing on local improvements. In 1875, the 
Government of the North-Western Provinces constructed a rail- 
way line of 30 miles from Muttra to Hathras on their own 
responsibility and with funds partly borrowed locally. On the 
capital so subscribed, a moderate guarantee of interest was given, 
to be met from provincial revenues. A committee of the Indian 
capitalists who subscribed to the funds was constituted for purposes 
of consultation. Other similar provincial enterprises were also set 
on foot in Bengal and elsewhere. 

The financial decentralization measure of 1877 greatly enlarged 
the powers of provincial Governments and the impulse thus given 
was kept up. In 1878, the Government of India addressed the 
Secretary of State on the desirability of delegating fi.nancial 
responsibility for certain railway lines to local Governments 
and soon that policy was adopted and rules were framed for 
the devolution of management and financial responsibility to 
the provinces. Under the general control of the Government of 
India, provincial Governments were to manage the construction 
and working of tho.se railways. The provincial Governments could 
also raise loans in the name of the Secretary of State. On these 
terms, the Patna-Gaya line was handed over to the Bengal 
Government and the Cawnpore-Parukhabad line to the Govern- 
ment of the Noidih-Western Provinces. By 1881, provincial 
Governments came to manage about 865 miles of state railways.® 

§4. Famine Insurance Fund 

It was recognized at an eaa’ly stage that even if provincial 
Governments did all they could for famine relief, the ultimate 
financial responsibility of the central Government would still 
remain; and the need was felt for’ creating resources whereby pro- 
vincial funds might be supplemented. By 1870 experience had 
convinced the Government that famine was no extraordinary 
occurrence in India, and that provision for famine relief must 
become a normal feature of the budget. In 1874 Lord Northbrook 
wrote ; ‘ Whatever means we may take to obviate or mitigate them, 
it must, under present circumstances, be looked upon as inevitable 
that famines will from time to time occur. ... It is necessary, 
therefore, that besides a fair surplus of income over ordinary 

Strachey, op. oil,, p. 170. TlieBe woida first appeared is the Budget State- 
ment for 1S80-1. 

’ Sanyal, op. eit., p. 86, 
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expenditure, such a margin should be pi'ovidod in addition, in 
ordinary times, as shall constitute a reasonable provision loi inoot- 
ing occasional expenditure upon famines. Tf the surplus be 
employed in the reduction of debt, in the construction of rcjiro- 
ductive public works or remain in the cash balance, the cxjionso 
caused by future droughts may fairly be met by appropriations 
from cash balances, or by loan, to the full extent of the accumu- 
lations of surplus.” The need for pushing on railway constrncljon 
and irrigation works was also emphasized as a moans of protection 
against famine. This proposal was accepted by the Secretary of 
State (Lord Salisbury), but no practical steps wore taken until 
after the great famine of 1876-7. 

In 1877 Sir John Strachey made specific proposals for a 
famine insurance fund and provision for it was made in the budget 
for 1878-9. Taldng as the basis the famine expenditure of the 
previous fivo years, 1873-8 (which amounted to £16 J millions), it 
was calculated that the annual average cost of relieving famine 
was not likely to exceed £1J millions. The Pamine Commission 
of 1878-9 made elaborate inquiries into this matter and came to 
nearly the same conclusion, their estimate coming to XIJ millions. 
AH hough the object of the fund was clear, the purposes on which 
it should be used wore not defined at first. Indeed famine relief 
must be the first charge on it, but it was not to be a fund specially 
allocated to meet the cost of famine relief. The Piiniiiio Com- 
mission recommended that ‘ so much of the £ 1 J niillions as 
remained after meeting charges for famine during the current year 
was to be applied to the discharge of debt or the proseciilion of 
unremnnerative public works of a character likely to give protec- 
tion to the country against the effects of drought'. As the 
Government were then annually borrowing from .£3 to £4 mil- 
lions, the result expected was a reduction of the borrowing to 
the extent of the surplus available. Therefore, if there was no 
famine, the Government would either reduce public debt by 
millions or avoid debt to that extent so that when a famine 
broke out the Government could borrow an amount equivalent to 
that already spent from tho famine fund. 

The revenue required was to be found partly from additional 
taxation and partly out of the savings resulting from the provincial 
contracts initiated in 1877. The former source brought in 
millions, and the latter £400,000. The actual surplus provided 
for by Strachey was £2 millions of which £500,000 was meant to 
provide a margin to meet unforeseen contingencies, other than 
heavy war expenditure. 

Differences soon arose in regard to the utilization of this fund. 
The Sccretai'y of State proposed that protective works might be 
eonstinicted from the fund, but the Government of India considered 
that it was unwise, as it would * frustrate the main object of its 

‘ Fmancial Eesoliition, 28 April 1874, pars. 32, 33, 
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creation, namely the prevention of any permanent increase of the 
public debt by reason of the public expenditure upon famines’.* 
It was recognized that such works should be carried out chiefly 
on provincial responsibility, and that all that the Government of 
India should do was to help the provinces in meetinf> the interest 
charges on such capital works. The Government therefore pro- 
posed that a portion of the fund, say 1-250,000, should be so used 
and the amount be distributed between (he provincial Governments 
according to the urgency of them needs. This proposal was not 
accepted by the Secretary of State, Lord Cranbrook, who consi- 
dered it unwise to raise loans for protective works. It was also 
decided that onc-half of the fund must be devoted to repaying 
the loans raised in England on account of famine. ‘ The remainder 
may be appropriated, at your discretion, to the extinction of debt, 
(o the relief of famine, or to the construction of protective works.’® 

Owing to the Afghan War and the consequent financial diffi- 
culties, the famine grant was suspended in 1879. The proceeds 
of ‘ f ami ne, taxes ’ were used for reducing the war deficits.® 
Further, in the accounts, only actual famine relief expenditime, if 
any, was sliowii, and the surplus secimed by the new taxes and 
arrangements was not separately shown. This raised a contro- 
versy, both in India and in England. Professor Fawcett attacked 
the policy in the Nineteenth Century, He wrote : ‘ The new taxes 
have been collected and not a sliilling of the money which they 
yield has been devoted to the pimixises to which they were pledged. 
A few months after the famine fund was called into nominal 
existence, the invasion of Afghanistan was undertaken and the 
fund was absorbed in defraying the expenses of the military ex- 
pedition.’® It was also pointed out that the fund was a convenient 
arrangement for making good the loss resulting from the repeal 
of the import duties on cotton goods — a financial measure which 
was severely criticized at the time on many grounds. Certain 
statements in Strachey’s speeches in the Legislative Council also 
caused some misgiving then and created difficulties afterwards. 
Straohey said : ‘ Whether the public accounts show surplus, equili- 
brium, or deficit, it is indisputable that these taxes mush prevent 
debt by the exact amount which they yield, and that, when 
famine occurs, our resources for meeting it will be increased by 
an amount exactly equal to the amount obtained from those taxes 
with compound interest upon them.’® The Secretary of State took 
exception to this and held that in order to fulfil the pledges of the 
Government and satisfy the public, some greater security f&r the 
proper carrying out of an insurance scheme must be obtained. 

’ Dispatoli, 16 September 1878. ’ Dispatch, 20 February 1879. 

’ Baring's Minute of 24 August 1888, par. 6. 

* May 1879; also in his book, Indian Finanee (1882), p. 8S: Fawcett was 
Professor of Politipal Economy at Cambridge and a member of Parliament. 

‘ Financial Statement (IS®-!), par. 60; Proceedings of the Legislative Conncil, 
1894, 
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Both Lytton and Strachey had left India in tlio ineautnnc, and 
Lord Ripon and Evelyn Baring had stepped into fchoir shoes. They 
agreed with the Seorctary of State and the scheme was reconsti- 
tuted in 1881. ‘ It was decided that tlie full grant of Tl.] millions 
should always be entei'ed in the budget under the heafl of Famine 
Relief and Insurance with sub-heads for (1) relief, (2) protective 
works, and (3) reduction of debt; and that in the accounts the 
expenditure should be shown under the same heads. The actua’ 
expenditure on famine relief, if any, in the year was to be a 
first charge upon the grant. Protective works were to be the next 
charge and whatever balance lemained was to be used for the 
reduction of debt. Thus the purpose of the famine insurance fund 
underwent a change. The original policy was to devote the whole 
of tlie grant, less the actual cost of famine relief, to reduction or 
avoidance of debt; Init according to the arrangements of 1881, a 
large pai’t of the grant was to be applied for what were called 
‘ famme protective ’ public works. It was later decided that half 
the grant (i.e. ;£750,000) should be allotted for protective works,* 
both irrigation works and railways, and that the grant need not 
be confined to state railways.* Thus decision was largely influenced' 
by the recommendations of the Famine Commission. The con<’>' 
viotion also grew that protective works miglit be exported to 
prevent famine or render its relief less costly when it occurred. 
Various schemes for protective works were provided for iu Baring’s 
Budget Statement for 1881-2. He also denied that there was any 
necessary connexion between the famine insurance grant and the 
new taxes levied in 1878 and 1879. Owing to the increasing loss by 
exchange resulting from the depreciation of silver, it was founr 
inadvisable to remit to England any large sums as prcviousljj 
proposed, and it was decided to entrust the matter to a specia’ 
commission. 


The following table will show how the grant was spent in 
first five years of its administration : 




J SSI eoS" ® 

IncIudeB Us. 393,710 spent under railway revenue account. 
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§5. Progress of Railioitys 

Owing to recuiTing 1‘amiue aud blie depreciation ol bilver after 
1873, the Government had to increase then’ expenditure in other 
fields, and the pace ol progresb in railway coubtruction was not 
kept up. The f’all of the rupee exchange increased the burden of 
interest charges paid in sterling, and therelore borrowmg in 
‘England was restricted, -and capital was raised as far as possible 
•‘in India. But as the internal loanable resources were limited, it 
was found necessaiy to fall back on tlie formei’ system of leaving 
railway construction to private enterprise. State effort was chiefly 
confined to the construction of railways needed for famine pro- 
tection or for strategic purposes. 

The Famine Commission of 1879 urged upon the Government 
the imperative need for extending railway facilities for the pro- 
tection of the country against famine. They wrote : 

Until the whole country is more completely supplied with rail- 
ways or canals by which food can be transported rapidly, cheaply 
,nd in large quantities 1o every port where severe want may exist, 
he possibility of some unusual demand for Government interference 
n particular localities, or for special classes of people, cannot be 
;hut out, nor the danger of the occurrence of a great calamity 
dtogelhor removed. It is therefore to the improvement oi internal 
lommunioations and the removal of all obstructions to the free course 
if trade, accompanied by the extension of irrigation in suitable looa- 
itioB and in improved agriculture, that we look for obtaining security 
n the future against disastrous failures of food supply in tracts 
dsited by drought.^ 

The Commissioners also estimated that 20,000. miles of railway 
vould be required for insuring the country against famine, 
^bout 10,000 miles of railway ah’eady existed, and at least 
5,000 miles were urgently needed. 

' Nor will any smaller scale of operations commend itself to 
inyone who carefully considers the facts of the case,’ added Sir 
Tohn Strachey, writing in 1881.® ‘ This is not the tune to say 

Best and be thankful ”. It is in the intervals of prosperity which 
ire granted to us that we must prepare for the inevitable future.’ 
Strachey also criticized the restrictions which had gradually been 
imposed on the prosecution of these works with bon’owed money, 
and pleaded that in the national interest of India, state construc- 
tion of railways was better than private enterprise. ‘ Experience 
had established beyond dispute’, he added, ‘ that it is within our 
lower both to construct and work railways economically through 
he state agency.’ And few were niore competent than Strachey 
io express this opinion. He made an analytical study of the 
iffects of foreign capital on India. ' In considering this subject, 
ive are bound to place ourselves in the point of view of a national 


* R«jpof{, Part I, p. 64. 


* Fmanoes and Public Worhi, p. 408, 
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Indian Government, and not of the English capitalist.’ | It may, 
without hesitation, be said that in the case of lines yielding a 
profit, the amount which would be carried out of the country by 
a company of foreign capitalists, mcluding as it would both iutei'est 
on capital and profits, must be greater than the charge incurred 
under Government management which could consist of interest 
only, since the profits, even if smaller, would all remain in India.’*' 

But the new regime m India did not favour state enterprise 
in the economic sphere. Both the Vicemy (Lord Ripon) and the 
Finance Member (Major E. Baring, afterwai’ds Lord Cromer) were 
convinced fi ee traders and wanted to give as much room as possible 
for private enterprise; and in this they were supported not only 
by the India Office, but by the many economists and publicists, 
like Fawcett, who raised an alarm in Parliament and outside about 
the disastrous results of extravagant expenditure in India.** 

In the Financial Statement for 1881-2, Baring made out a 
powerful case for leaving railway construction to private enter- 
prise. He said : 

Even if the general aigumonts in favour of conskuoting rail- 
ways solely Ihrough the agency of tho state were more valid thar 
I conceive them to be, 1 should still hold that those arguments did 
not apply in India. The first economic requirement of India is 
that her rosources should bo developed -without delay and that means 
of oouimuuicatiou should be so improved as to facilitate emigratior 
from districts 'whioh are over-populated to those in which labour h 
source. I doubt -whether Government agency alone can adequately 
perform this task, and I hold that in uny case it is not desirable that 
it should do so if private agency can be found to imdertake tho work, 
I am not without hope that, if an impulse can be given to railway 
oonstruoliou by British enterprise, native capitalists will enter the 
field, either alone or in oonjimclion with Englishmen. I should 
regard such a movement as an important factor in the praotioa' 
education of the people, inasmuch as it would tend to wean the 
natives of India fcom that dependence upon Government which it 
intensified by concentrating in the hands of the state all the organized 
skill which -the construction and managemeni of a railway requires. 
If ever the natives of this oounhy are to be schooled in the firs! 
rudiments of self-government, it is desirable that they should b« 
encomaged to act for themselves in such matters, rather than thal 
they should rely always upon that coercive philanthropy which insists 
upon doing everything for them.® 

Baring also proposed that the Government should help privatt 
capitalists in a variety of ways. ‘ Government officers may maJee 
surveys and estimates and supply all necessary information witl: 
a vie-w to enabling private individuals to judge for themselves 
whether they care to invest their money in any particular scheme) 
The laud on which the line is constructed may sometimes be giveij 

* straefaey, op. cit., pp. 406-6. ] 

® Fawcett, Jttdtstt Fiimee (1880), pp. 140-67 * Financial (itete t pe nt , 1881-!?] 
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free of cost, i’ossibly ju some ctises grant of waste lands m the 
weinity of a new line may be given. On the othei' hand, certain 
conditions, to some of which I have already alluded, must be 
imposed, and it will be important only to give concessions to 
such persons as can afford good security that they have at their 
command a sufficient amount of capital to carry out the undertaking 
to a successful issue. ” 

Eipon completely agreed with Baring on the railway policy, 
but he was keen on extending railways and thus strengthening the 
country against famine. He found the annual outlay of i62J 
millions for productive public works quite inadequate, but there 
was no means of increasing that amount. The Secretary of State 
insisted that money foi state undertakings should be boiTowed 
strictly on commercial principles, i.e. provided they would give a 
return of 4 per cent, on the capital outlay within five years of 
completion.^ He also pressed on the Government of India the 
need for attracting private capitalists by giving them all possible 
concessions. 

Thus pi'ivate enterprise was more and more harnessed for 
railway development. The terms entered mto with the companies 
varied. The contract with the Southern Mahratta Eailway Com- 
pany was perhaps typical. The Company was to raise the capital 
(£5 millions) on a 4 per cent, guarantee till 1889 and 3 per cent, 
thereafter. The railway was to be state property and the rates 
and fares were to be controlled by the state, but the construction 
and working were left to the Company. Thus the state practically 
did everything, although through the agency of the Company.^ 

Owing to the conflicting views that then prevailed in England 
and India regarding state loans for public works, and the terms 
on which companies should function, a Parliamentary Select 
Committee was appointed in 3884. The Committee found that 
a more rapid extension of railways in India was needed for pro- 
tection against famine, for providing a stimulus to internal and 
external trade and for openmg up fertile tracts and coal fields. 
They therefore recommended that both state and private enter- 
prise must be utilized. All state borrowing need not be for 
‘ iM'oductive ’ lines only, as hithei-to, and it was left for the 
Government to decide winch lines could with advantage be handed 
ovea’ to the companies and which lines constructed directly by the 
state. They also made various detailed recommendations which 
need not be dealt with here. 


‘ Financial Statement for 1881-2-. However, he later came to realize that the 
oonditionB of Ihdia were not altogether suited to the adoption of unallowed lamen 
/awe. In 1883, he wrote ; ' The comparative abaeuee of private capital throws 
upon the state many onerous duties, whieb in other countries can be mote advan- 
tageously performed through the agency of private enterprise.’ {Minute, 11 August 
1888.) Parliamentary Paper 0, 862 of 1883. 

* Dispatdi, Financial, 6 {Tanuacy 1881. 

• Moral dnd MaUtM Progrois (3882-8). 
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inconvemencea became much greater alter 1885, ap we shall see 
later. 

§2. Provtncm] Hates 

What with fanime, war and loss by exchange, the levennes of 
the Government, already inelastic, became altogether inadequate 
for meeting such growing needs. This was paitly the cause of 
the transfer of certain new charges to the pioviiu ml Governments 
in 1877. By the airangements of Unit yeai , the Government of 
India obtained relief to the extent of -fdOOiOnO. Tlic burdens 
thus imposed upon the provincial Goverumouts included such 
expanding items as the maintenance of public works, and there- 
fore fresh taxation became necessary The North-Western Pro- 
vinces were the first to take action. The Local Bates Act of 1871 
placed the burden only on agricultural classes , and the funds raised 
had to be spent in the first instance within the district itself. This 
latter provision was modified by Act VII of 1877 which empowered 
the Government to appropriate a poition of the rates on land 
for provincial lailways and canals. By Act VTH of the same 
yeai‘, a licence tax was levied on trades and dealings on the 
ground that the trading classes ‘ weie amongst those who benefited 
especially from' the class of works, which it was now proposed to 
transfer to the local Governments’.^ Under this Act, traders 
were divided into thi'ee classes, and the rates charged were Bs, 16, 
8 and 2 respectively. In the first class were bankers, money- 
lenders, joint-stook companies and wholesale dealers. Only those 
who earned not less than Es. 200 a yeai' were taxed. The pro- 
ceeds of these two taxes were to be utilized for the maintenance 
of public works. 

In Bengal also, a new cess was raised for the same purpose. 
Already in 1871 local rates had been imposed on land for the con- 
struction and maintenance of roads. The proceeds of this tax 
went into the coffers of the district committee. In 1877, a public 
works cess for provincial pui'poses was imposed by Act II (Bengal) 
of that year. It was limited to a maximum of a half-anna per 
rupee of annual value, and was levied hi precisely the same way 
as the road cess. 

The Benga.1 zamindars protested against the new cess, even 
as they did in 1871 against the road cess. The well-known 
Bengal publicist, Kristodas Pal, attacked the bill on the ground 
that it was unfau' to landowners and that it violated the principles 
of the Permanent Settlement. Taxation in Bengal was higher 
than in other provinces, he said, and Bengal got only a small 
proportion of the total revenue raised in the province.® 

In 1880 a consolidating Act was passed (the ‘ Ces.s Act ’), which 

* Legislatwo Cotinetl Pmusiingt, 31 March 1877 (Colvin’s Speech). 

* E. C. Palit, Spsefhes and Mitiuies of the Hon’ble Kmtodas Pal (1883), BP. 

1 an oo * *’ • * 
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superseded the Acts of 1871 and 1877. Houses were exempted 
from tho cess and elaborate provisions were made for the a&aosa- 
ment of lakhtraj or revenue-free holdings. The total yield of the 
cess 111 1882-3 was j6701 ,000. 


§3. Famine Ta,i'e<t 

In 1877, the Government of India decided to constitute a 
Pamme Insurance Fund, as has been explained in Chapter XV. 
For this purpose, the revenue of ihe Government of India had to 
be increased by .-fil ,500,000. As the revenue from customs duties 
was falling owing to the progre.ssive adoption of the free trade 
policy, the Government had to look to some form of direct taxation. 
An income-tax had already been tried and there was powerful 
opposition to its being revived. The Secretary of State was also 
firm about it. At this stage it struck the Government that the 
non-agricultural classes in the country were taxed very lightly. 
According to the Stracheys, ‘they [the trading classes] have 
ordinarily contributed almost notliing to the expenses of the state, 
while they dei'ive perhaps the largest share of benefit from our 
adminisiratioii, and from the railways and other works of improve- 
ment, provided at ihe cost of the country at large. The exemption 
which these classes have enioyed has long been felt to be one of 
tho most indefensible and inequitable peculiarities of our Indian 
system of taxation.’^ 

Accordmgly, the Government of India decided to levy a licence 
tax on trades and dealings, on the lines of the North-Western 
Provinces licence tax. It was not to be a fee paid for licences, 
as in England, but a tax assessed on persons engaged in trade or 
professions according to the incomes received by them. The 
assessees wore to be divided into classes according to tlieii' pre- 
sumed income aud all persons in the same class paid at the same 
rale. Thus the new lax was really an income-tax under another 
name. The rales of assessment were not to exceed two per cent, 
of the annual profits, and the average was per cent. 

The first onactmeni in this direction was the Northern India 
Licence Tax Act — ^IT of 1878 — the operation of which extended to 
the North-Western Provinces, Oudli and the Punjab. Similar Acts 
were passed in that year for Bengal (Act I), Bombay (Act HD, 
and Madras (Act III). In the Central Provinces, the pandhari 
tax served the same purpose, and half the revenue from that 
impost (about ±‘12,000) was credited to the imperial treasury from 
that date. The taxable minimum in most provinces was Rs. 200, 
hut in the Punjab, Bengal and Bombay it was Rs. 100. In 1878 
tho libence tax yielded a net revenue of £820,000. 

Nor did the Government of India let off the agriculturists. 


’ Finunoet and P«6 Im W 9 rka, p. 196, 
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It was argued that they wore the first to svifCor by famine and 
therefore had a duty to contribute to famine insurance. Accord- 
ingly, an additional burden was placed on land in all provinces 
except Madras and Bombay, which were then stricken by famine. 
An extra cess of one per cent, on gross rentals was levied in the 
Punjab, the North-Western Provinces and Oudh and this was 
collected througli the local bodies. In the Central Provinces also 
an additional rate of one per cent, on the annual value of land, 
equivalent to two per cent, of the Government revenue, was im- 
posed in 1878. In Bengal, no further land cess was levied as 
there was akeady a public works cess raised for provincial purposes 
in 1877. The landowners all over the country grumbled about 
this new cess, but the Government were firm. ‘ What does the 
Government ask?’ said the Chief Commissioner of the Punjab. 

‘ Why, it asks a body of landowners whose properly has more than 
sextupied in value to pay a famine insurance rate for that property 
amounting on an average to one farthing per acre per annum. 
The new cess on land brought in £500,000. Thus by additional 
taxation of about £i-2 millions, supplemented by the gains from 
provincial contracts, the Goveniment was able to find adequate 
funds for famine insurance. 

No additional cess for imperial purposes was levied in Madras 
and Bombay; but the duty on salt was raised from Be. 1-13 to 
Es. 2-8. The ostensible object of this was to equalize salt duties 
aU over India and not to place any extra burden on the people, 
but the result was that salt became dearer in Madras and Bombay 
and the revenue of the Government increased.® 


§4. Opposition to Licence Tax 

There was criticism of the licence taxes all over the country. 
The principal point ui’ged was that professional men and salaried 
classes wer6_ exempted from its operation. It was really an 
income-tax disguised as a licence tax. The Government repeatedly 
pointed ont that the trading classes generally benefited most 
by famines and therefore must contribute largely to famine 
insucMce; but the European Chambers of Commerce in India 
questioned the truth of that view. The Madras Chamber of 
Commerce pmnted out that officials in India were remunerated 
‘ on a scale which has no parallel in any other part of the world 
and that the exemption they enjoyed was unfair to the o-^er classes. 
Fawcett supported this opposition in England andi criticized the 
Government for the unequal distribution of the tax-burdens on the 
coi^unity.® Complaints were also made aWt the method of 
colleoting th© tax, and th6 inqinsitorial procedure often resorted to, 

'■ Stradiey, Mnanosa and Mite Wotlea, p. 199 
financial Statement, 3878-9 and 1879-80. 

* Indian Finance (1880), p. 183, 
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The work of collection was left to low-paid underlings and therefore 
corruption was inevitable. The poorer artisan classes like barbers 
and dhobies were also taxed. According to a Bengal Commis- 
ftioner, ' the burden of the Bengal licence tax falls with particular 
severity upon the lowej’ classes who live from hand to mouth and 
are unprepared lo meet any unusual charge without dispensing 
with some necessary At Calcutta, the water carriers, carters 
and others struck work as a protest against the tax in 1878. 
Newspapers, both Indian and English, joined in this opposition. 

Eealizing the growth of discontent, the Government attempted 
to lighten and equalize the burden of the tax. Soon after the im- 
position of the licence taxes, in July 1878, the Government pro- 
posed to extend the tax to professional and salaried persons, 
but subsequently, it was abandoned on the ground that it would 
bring m very little revenue and would not suffice to meet the deficit. 
A similar proposal was made in 1879, and a bill for extending the 
tax to officials and professional men was circulated among the 
provincial Governments. But tho bill was delayed and, as the 
financial situation soon improved, the proposal was again dropped. 
However, in 1880, as a concession to popular feeling, the Govern- 
ment raised the exemption limit lo Es. 500 in all the provinces. 
Thereby tho poorer classes of taxpayers were relieved. In 
Bombay 86 per cent, of the asRe,sseea wore thus exempted from 
the tax. 

Many undesirable featm'es still remained. According to the 
Financial Statement for 1882-3 : ‘ Nol. only are there great in- 
equalities in its incidence in the various provinces, but also it is 
open to the very great objections that, in respect of those classes 
who are taxed, it falls with disproportionate hardship on the less 
wealthy and further, that other classes who might with justice be 
called upon to pay the tax, are altogether exempted.’ Baring 
stated that the licence tax cannot be incorporated in the permanent 
fiscal system of the country; at the same time he was unable to 
abolish it immediately owing to the uncertain nature of the 
financial situation. But he hoped to abolish or to recast it in the 
near future; and this was done when the income-tax was restored 
in 1886. 


§5. The Abolition of Customs Duties 

In spite of the critical condition of the Government of India’s 
finances in the period under review, the customs duties were swept 
away and with them disappeared a gj'owing head of revenue. 
Free trade had triumphed in England, and what was good for 
England must be good for India; but more potent than the theore- 
tical arguments of economists was the political pressure brought 
on the Government of England by the cotton manufacturers of 


* J. P, l^iyogi, Spfee Evolution of the Indian liioome-taai, lOO-l. 
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Lancaaliire. lu 1874, the Manchester Chamber of Oommcvce 
memorialized the Secretary of Slate on Ihe in|iu ions effects of Indian 
cotton duties on the English textile industry, lu the same year 
the Government of India appointed a Tariff Committee to go into 
the question, but tlie Committee held that the demand for the 
abolition of the entice duty was not justified. There was only a 
limited competition between Indian and British cotton goods. 
They also rejected the proposal to levy an excise duty on Indian 
mill products. The Government of India swept away all export 
duties except those on indigo, rice and lac; the general tariff was 
reduced from to 5 per coni, except on articles subject to the 
special duty; the tariff valuations on cotton goods were reduced, 
and a 5 per cent, duty was imposed on raw cotton imported into 
India from outside Asia. Tins latter was meant to prevent 
the Bombay mills from taking to the manufacture of finer fabrics. 
The Secretary of State’s iustmclious in regard to a more drastic 
step came too late. 

An acrimonious controversy then raged between the Govern- 
ment of India and Whitehall in regard to the cotton duties. The 
Government of India insisted on maintaining the duty owing to 
the financial stringency brought about by the Gi'eat Pamine. The 
Secretary of State maintained that the interests of India impera- 
tively required the timely removal of a tax which was ‘ at once 
wrong in principle, injurious in its practical effects, and self- 
destructive in its operation “ and he wa.s sure that it was best 
in the interests of ‘ the consumer, the producer and the revenue ’. 
With the arrival of Lylton as Viceroy and the appointment of 
Strachey as Finance Member, the policy of free trade was bound 
to triumph. Strachey was convinced that the cotton duties must 
go, but he regretted that the financial situation was not favourable 
for such a measure. He said : ‘ The truth is that cotton goods 
are the sole article of foreign production which the people of 
India largely consume, and there is no possibility of deriving a 
large customs revenue from anything else. I do not know how 
long a period may elapse before such a consummation is reached, 
but whether we see it or not, the time is not hopelessly distant, 
when the poits of India will be thrown open freely to the com- 
merce of the world.’® Three members of the Viceroy’s Council 
dissented from this decision. In the following year, further 
pressure came from the Secretary of State who forwarded a 
Resolution of the House of Commons demanding a repeal of the 
cotton duties, and in March 1878 tlie duty on vaonous classes of 
ctiarse goods like unbleached tea-cloths, jeans, sheetings and drills 
not containing finer yarn than 30’b was removed. This was 
extended in 1879 in such a manner as to take away eomiiletely 
the protective effect of the tariffs. Thus, in spite of the heavy 


EBsUwnentory Paper fiS of 1876, p. 88, 
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budget deficit, the Afghan Wav, and a rapid dechne in exchange, 
a I’evenne of about £2,50,000 was sacrificed. Although a majority 
of the Executive Coimcil opposed this action, the Viccro}' over- 
ruled it. Nor was there a majority for it in the India Council 
which wa.s equally divided, and only the casting vote of the 
Secretary of State saved it. Among the dissentients were some 
of the ablest administrators who had retired from the Indian 
services. There were loud protests, not only in India but also in 
England. Eawcett wrote : ‘ No one for a moment will even 
pretend to say that in the present state of Indian finance, the idea 
would have been entertained of remitting these duties if the 
finances of India were administered in the interests of that country 
alone. 

In 1880 export duties on indigo and lac were abolished, but 
the duty on rice remained. 

There still remained import duties under 39 main heads. 
Various difficulties arose, especially in regard to the definition of 
dutiable goods and a ‘ constant battle was waged between importers 
and Custom House officers ’. Several anomalies also arose which 
led to confusion and inconsistency. Certain heads were freed 
which were really parts of, or connected with, others left dutiable. 

‘ A carriage may be imported duty free, but all the principal 
materials for building one in India are dutiable. Manufactures 
of leather are free, but a leather portmanteau is dutiable because 
it is fitted with a metal lock. Spades are classed as agricultural 
implements and ore thus exempted from duty, but shovels ore 
dutiable.’® All this caused an amount of fnctioii, scrutiny and 
interference with trade quite incommensurate with the net revenue 
they produced. 

These defects of the customs tariff were obvious to Lord Hipon 
and his Finance Member, Major Baring, and taking advantage 
ol the improvement of finances in 1882, not only cotton duties 
but the whole of the import duties excepting those on hqnor, 
arms and salt were swept away, thus sacrificing a revenue of 
£1,219,000. At the same tune the duly on salt was equalized 
all over India at the rate of Rs. 2 per mannd and this involved 
a further loss of £1,400,000. 

Thus the customs larifl! of India became, as far as imports 
were concerned, more free than that of England herself. While 
the Government held fimly to the unpopular licence-taxes which 
produced a comparatively small revenue, customs duties which 
were willingly borne and which produced a larger revenue were 
abandoned. Nor was this measure needed in the interests of 
Lancashire, because the cotton duties had ceased to be pro- 
tective; it was really an offering to the idol of free trade, on 

* Indian Pinanoe (18S0), p. 76. 

• ’6'imwioial Statemeat (1S82-3), p, 42, 
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wliicli English statesmen and economists had gone crazy in those 
days. 

§6. Other Fiseal Reforms 

After 1880 there was a rapid improvement in the finances of 
the Government of India. While there was a deficit of 
millions in 1880, there was a surplus of an equal amount in 1881-2 
and a similar surplus was expected for 1882-3. Tliis emboldened 
the Government to carry out various fiscal reforms of which the 
two most important have been dealt with above. Other reforms 
carried out were the abolition of the patwari cess in the North- 
Western Provinces and tho improvement of the position of the 
subordinate civil services. The paLwari cess was a rate on land 
to provide for village accountants and their supervisors. It was 
assessed at the rate of about six per cent, on the rental and was 
partly recoverable from the cultivators. Prom that time the 
patwaris and other subordinate revenue staff became servants of 
the Government, and not of the landholders as before and were 
paid by the Government. The relief gained by the landholders 
amounted to 1:240,000. The improvement in the emoluments of 
these subordinate executive services was carried out at an annual 
cost of ;£50,000. 

However, the financial improvement did not last long. Tho 
actual surplus in 1882-3 was ^674, 000 and in 1883-4, ■£3,879,477. 
But in the two following years tlwe were deficits amounting to 
a total of £3'2 millions. 



CHAPTEE X7IT 

GROWTH OP PROVINCIAL FINANCE, 1873-85 
§1. Promneial Contracts, 

Not long after the introduction of the system of decentraliza- 
tion, the need began to he felt for its extension over a wider field. 
Lord Mayo himself looked forward to the time when specific 
revenues rather than grants would be made over to the provincial 
Governments. In 1872 Sir John Strachey suggested the transfer 
to the provincial Governments of some heads of receipts to meet 
the charges transferred to them. The collection of revenue was 
done by provincial Governments, but they had little interest in 
fostering them. Bombay, for instance, had to provide buildings 
for salt, but had no direct interest in salt revenue. Naturally, the 
provincial Governments discharged such duties with indifference, 
if they did not positively neglect them. ' Real financial respon- 
sibility in the provinces,’ wrote Strachey, ‘ needs that they should 
be given a stimulus to administering revenue collection properly.' 
There were various branches of revenue, the efficient management 
of which required special attention from provincial authorities. In 
particular, excise and income-tax were of that nature. There were 
many other items of comparatively little importance which were 
connected with the transfeired services. Strachey suggested the 
transfer of the charges under general administration, law and 
justice, medical and civil salaries, miscellaneous charges, and 
various minor departments. 

Along with these new items, it was also necessary to hand over 
some expanding revenues in order to meet growing charges. The 
central Government were not then in a position to part with 
expanding revenue sources in their entirety but they could have 
shared such revenues with tbe jH'ovincps in proportions to be 
prescribed from time to time. 

In 1877, the finances of the Government of India were again 
dislocated owing to heavy expenditure on famine relief, and 
chiefly with a view to easing the pressure on the central exchequer, 
new financial awangements were made with the provinces. More 
departments were transferi'ed to provincial management; and to 
meet expenditure on them certain minor heads of revenue were 
also transferred. The chief motive for the transfer of revenues 
was that they would thrive under the fostering care of the pro- 
vincial Governments. 'It may be very wrong,’ said Sir John 
Strachey, ‘ but it is true, and will continue to be true while human 
nature remains what it is, that the local authorities take Httle 
interest in looking after the financial affairs of that abstraction, 



220 


PKDKBAIi FINANCE TN INDIA 


the aiiyi’ome Government, compared with the intei-est which they 
take in matters which immediately affect the people whom they 
have to govern. When local Governments foel that good udmini- 
slration oi the excise and stamps and otlier branches of revenue 
will give to them, and not only to the Government of India, 
increased income and increased means of carrying out the improve- 
ments which they have at heart, then and not till then shall we 
get the good administration which we desire; and with it I am 
satisfied that we shall obtain a stronger and a more real power of 
control on the part of the central Government than we can now 
exercise.’^ 

Accoi’dingly negotiations were opened with the various provinces 
for settlements on a new basis. The first of these settlements 
was with the North-Western "Provinces in 1877. According to the 
contract, certain additional services were transferred to the pro- 
vincial Government, namely land revenue, general administration, 
law and jnslice, and niiscellaneoua. The following heads of revenue 
were also transferred to provincial management: (1) Government 
estates (tnmi and bliaber), (2) stone-quarries, (3) excise, (4) stamps, 
(5) law and justice, and (6) miscellaneous (with some exceptions). 
For two joars the provincial Government ivere to give only a half 
of any net increase that might result from their management of 
the revenues; but after that period the arrangement was to be 
open to revision. ‘"While the Government of India is most desir- 
ons that the local Government should share largely in any increase 
of revenue to which improved administration may lead, it is 
evidently reasonable and necessary that the imperial revenues 
should share in this increase.’® Thus the Government of India 
jealously guarded the right to share in the increase of revenue, 
and did not want ‘ to suriender any portion of the normal growth 
of these revenues ’. 

The amounts of expenditm-e for the several transferred heads 
were calculated on the basis of the normal expenditure at the 
time, hut a reduction of 5 per cent, was made in order to relieve 
the central exchequer; that is to say, the local Government were 
to undertake the management of the new charges with Es. 364,000 
less than the imperial grants hitherto made for them. Thus the 
central Government obtained a fairly large relief by the transaction. 
A similar contract was made with Oudh, but it was only for one 
year. 

Since the provincialized receipts did not meet the whole ex- 
penditure on the transfeiTed heads, the old system of assignments 
had to be continued. These lump sums came to almost as much 
as the transferred revenues. Thus the total revenues of the 
proyincial Government were made up of ; 

Financial Statement, IS Match 1877, pat. S. 

* Xietter Ho. 10 Febniaiy 1877 to tbs Qovetninent of Uie Nottb-WoBtom 
Prwrfnoeg, , 
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(1) receipts from the transfeiTed services; 

(2) the yield from the transferred lieade of revenue; and 

(3) allotments. 

In the contract made with Benpal in the same year, the 
revenue from excise, stamps, and law and justice was surrendered 
for five years and no poi-t of the increase was to be handed over 
to the central Government; but this concession ivas made in con- 
sideration of the burden then placed upon the Bengal Government 
in connexion with railways and nrigation works. The contracts 
with the [’unjab and tlie Central Provinces were for three years 
and the terms were much loss favourable. The Government of 
Madras declined the offer ns it was ‘ so nnfavom'able as to allow 
of the anticipation of nothing but failure, public dissatisfaction 
and aggravated embarrassment ’ if the provincial Government 
attempted to work it.“ The contrsicts with Burma and Assam 
were made only in 1879, and were based on the system of divided 
revenues which was subsequently adopted in regard to all provinces 
in 1882. 

Ill 1877, the Government of India obtained a total relief to 
the extent of Es. 2,400,000 from these transactions. In addi- 
tion to this the responsibility for maintaining public works of 
local utility (especially canals) was shifted on to provincial 
shoulders and this also meant hnaucial relief to the central 
Government.® 

The main defect of the new system was that the transferred 
revenues were not sufficient to meet the charges. The provincial 
Governments had direct interest only in the revenue-heads trans- 
ferred to them. This produced a division of interests, and 
naturally provincial authorities could not be expected to foster all 
the revenues equally. 

In every way, the new arrangements were more favourable 
to the central Government than to the Provinces. The former 
shifted certain inconvenient bm'dens lo provincial shoulders and 
thereby saved expenditure, while the latter increased their burdens 
without any perceptible enhancement of then’ responsibility or 
status. Although more services wei-e transferred to the provinces, 
the tone of the new arrangemenis was less liberal than that which 
characterized Mayo’s measure. 

§2. Further Restrictions on Provincial Governments 

In 1877, additional restrictions were laid on provincial finance 
by a Besolution of that year.'* *• These restrictions were perhaps 
necessitated by the increased financial powers of the provincial 
Governments, but the freedom of the provinces was thereby 

* Letter to Bengal, 29 March 1877, No. 1899. 

’ L.O, Letter <5 34 Deceinber 1877. “ Finandal Statementi 1677-$. 

*• JFiaaneial Be^tment Beeoluticm. No. 1709 of ^ March 1877. 
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circumBcribed to a great extent. As this resolution remained ir 
force for long, it requires careful examination. 

"Without the previous sanction of the Government of Indit- 
(i) no new taxes were to be imposed nor any change made in th 
existing system of revenue management: (2) no new service wa, 
to be undertaken except when the provincial (-rovei’ninent showeq 
that they had funds to do so; (3) no appointment carrying a 
salary of Es. 250 or above was to be abolished or its pay reduced; 
(4) no railway line of thmugh conmnnheation was to be abandoned 
or allowed to fall out of repair; (5) no alterations were to be made, 
in the form of procedure of public accounts; and (6) service, 
previously rendered to other departments at the charge of transi, 
ferred dopai-tments were to lie continued as before, and no servicet, 
rendered to the transferred de[)artmenLs by other depaartment*. 
were to be increased.^ 

Most of the restiictious imposed by the financial Eesolution 
1870 were also repeated on this occasion. Minute details of loca*, 
administration were to be communicated to the central Govemi, 
ment. Eeturns were to be made quarterly through the severs 
administrative departments of the Government of India, showin^i 
every change made in the pay of officers, every new office createci 
or existing office abolished; and all unusual or extriiordinai’y diarge f 
incm-red were to be detailed. 

Local Governments were also to comniunicate their executive 
and financial proceedings to the Government of India. The 
Governor-General in Council would not relinquish the general 
powers of supervision in any depaitment, but he would as far as 
possible avoid intei'ference with the details of administration of 
the transferred revenues and sendees. 

Moreover, ‘ the grants made to the local Government, for all 
the services entrusted to its administration were to be a consoli - " 
dated grant; no claim was to lie against the imperial treasury 
on the ground that the cost of the services exceeded the amount} 
at which it was estimated in the calculation of the consolidated 
grant.® 

Erom 1871, the financial estimates of the Government of Indif 
contained only a single entry entitled Provincial Services. It w*" 
subsequently found to be a mistake to exclude the details 
provincial revenue and expenditure in the general imperial stat 
ments. They formed an important part of the expenditure 
the country, and therefore in 1877 it was laid down that deta’ 
of provincial receipts and expenditure should be given in the cenf- 
Government’s financial statements.® 

Puxther, provincial Governments were not to exhaust 
balances to them credit in the imperial treasury. Overdraw. 

' This Uttt restaiction sought to remedy the defect mentitmed above, 
v^as not eUbctiya enough. » Tr. 

JWajr, Sifiotn of tmimoL ffitumcM AmngmenU, p. *1Q. 
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vas not to be penuitted. However, the convonlions that eubse- 
uently ai*ose in this matter demand some notice.^ The balances 
i provincial Governments were merged in the general cash 
balances of the Government of India. Those formed book credits 
m which the local Governments could draw when necessary. 
However, in this matter these Governments had a privilege denied 
bven to the Government of India, whose expeiidjlm’o had, as ii 
general rule, to be covered by the year’s revenue. As the provin- 
cial Governments dealt with services in which continuity of 
ixpenditure was of primary importance, it was considered neces- 
(lary to allow them greater latitude. They were allowed to spend 
^kiore than their cuiTent revenues, if they could find money without 
. lepleting their baliuice credits beyond a prescribed miniuuim figure. 
.The system Jed to the apjjarently pai-adoxical but inevitable result 
.that if a provincial Government spent less than its cuiTent revenue 
‘he surplus balance diminished the imperial smpluB, while the 
lixcGss of provincial oxpenditiu‘8 over income increased it. If, 
> 01 ’ instance, Madras had a current revenue of Es. 3 ci’ores and 
ipeiit only Es. 2-8 crores, ’Ihe remaining Es. 20 lakhs which 
i?venl to its balances were, under the terms of the provincial settle- 
ments, not available for utilization, except in cases of grave 
' emergency, by the Government of India, which consequently had 
a liability of Es. 20 lakhs in respect of the unspent money. This 
“was recognized by deducting the amount from what would other- 
wise be the impeidal surplus of the yeai'. On the other hand, if 
Madras spent Bs. 3*2 crores, the excess of Es. 20 lakhs was with- 
drawn from balances for which the Government of India had 
■ already made itself responsible in a preceding year, and conse- 
quently for imperial purposes the lot%l expenditure of the current 
year would bo reduced by Es. 20 laklis and the imperial surplus 
correspondingly increased. 

It was also laid down that the provincial Governments were 
not to lend from the balances to their credit in the imperial 
treasury.® 

Thus, by the arrangements of 1877-8, the position of the 
‘provincial (Toverninents in relation to the central Government did 
•not materially improve; it became worse in several respects. 
According to Eanade, the eflect of the reforms was rather to 
tighten ihe grip of the Goveniment of India over provincial 
idministrations. Mayo looked forward to the gi'adual increase of 
he status and reuiionsibility of the provincial Governments, but 
hat idea did not find favour for long. In result, the provincial 
(j.lovernments remained mere executive agents of the central 
Uffoveroirient, with little authority to transact business on their 
GWu account, ‘The whole scheme was reduced’, wrote Eanade, 
Mere departmental arrangement for avoiding interference in 


itawoia.1 Btatemeut, 19OT-8, pars. 83^. 
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the details of local administration.’ Perhaps it was premature, 
at the time, to devolve greatei resiionsibility on the pi’ovincial 
G-overnments. 

In 1878 the Government of India issued another Besolution 
which made some mateiial changes in the system. Prom 1860, 
it was accepted by the Government as a fundamental rule of their 
budget system that the expenditure of the year should not exceed 
the amount provided for ui the budget estimates. As the Besolution 
of 1877 was silent on the point, there was a doubt in the minds 
of provincial anthorities whether this pinnciple still applied to the 
changed Ky.stem, and one Government actually sanctioned expendi- 
ture not provided for in the budget. The Government of India 
therefore made it clear by a special Kesolution' lhat during the 
currency of a budget a provincial Government should not, without 
refeicuce to the Government of India, sanction expenditure which 
had the effect of increasing the whole provincial expenditmre above 
the amount provided for in the budget. The reason given was 
that the central Government made their arrangements for ways 
and means after taking into considei’ation all the expenditure of 
local Governments as shown m the budget. There was some cor- 
respoudence with Bengal m connexion wnth this matter. That 
Government asked for additional ex^ienditure to be met from its 
provincial balances. The cential Government disallowed it on the 
ground that it was not budgeted for. However, the Government 
of India were prepared to waive this right if the new expenditure 
asked for was covered by a corresponding increase of revenue over 
the budget figures. 

In 1879, awing to tlxe critical position of the central finances 
arising from the Afghan War, the Government of India asked the 
provinces to practise strict economy and to postpone all optional 
expenditure, especially on public works above a certain level of 
cost. Eventually, these measures were found insufficient, and the 
provmcial assignments for the year 1880-3 were reduced below the 
amounts settled under the several contmets in force. The total 
contribution thus taken from the provincial Governments came to 
Es. 67 lakhs, one-half in 1879-80 and the other half in 1880-1. 
This meant additional taxation.® 

§S. The System of Shared Revenues, 1882-8 

The inadequacy of the financial aixangements made in 1877 
soon became patent. The revenues transfeired to the provincial 
Governments were scanty, and the bulk of provmcial esgpenditure 
had to be met by lump sums assigned by the Government of 
India. The provinces had no share in land revenue which was 
then much the largest revenue source in India, and therefore they 
had no interest in fostering it. It was therefore considesrecl 

* irisMCial Sesolation, 12 187a. * See efa, ^7X11. . 
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advisable lo give the provincial Governments some share in the 
more important branches of revenue, thereby creating in them an 
abiding 'mlerest in fostering revenue. 

The credit for devising a remedy should go to Sir John 
Strachey; but the practical application of the principle was carried 
out mainly by Lord Eipon and his Finance Member, Major 
Evelyn Baring.^ 

The principle of the new system was that ‘ instead of giving 
local Governments a fixed sum to make good an excess of provin- 
cialized expenditure over provineiahzed receipts, a certam propor- 
tion of the imperial revenue of each province should be devoted 
to this subject’. Uertain heads of revenuo, such as post office, 
telegraphs, mint, and otliei’s of a defimtely central nature, were 
(with minor local exceptions) wholly reserved as imperial. Those 
essentially of a local nature were made provincial. Between 
these lay certam important heads like forests and registration, and 
these were divided in proportions, for the most part equal, between 
the imperial and provincial Governments. This latter item 
rectified the deficiency of the provincial revenues, which were 
otherwise not enough to meet provincial expenditure. The sum 
thus taken was a fixed percentage of the realized revenue and not 
a lump assignment. The object of this new step was to appeal 
to the private interest of the provincial Governments. 

This new step also arose out of sheer necessity. In 1877, the 
Government of India found it difficult to enter into contracts with 
Brnma and Assam on the same terms as with other provinces. 
The revenues assigned to Burma according to the old contract 
were found normally insufficient, and evei’y year a large special 
grant had lo be made to that province for balancing its budget.® 
The demoralizing effects of this were reahzed and the need for 
a new basis was strongly felt. The case of Assam also presented 
a fflmilar difficulty. It was found on examination that the finances 
of these two provinces could be set right only by each of them 
shsiring certain major revenues with the central Government. 
Thereby, the province would get an elastic soui’ce of revenue, which 
when properly nurtured — and there was an incentive — ^would give 
it .ample revenue to meet its glowing needs. Besides, those were 
then comparatively undeveloped provinces and required special 
fostering as they had great potentialities before them. 

Thus contracts on a new basis were entered into with Assam 
And Burma by Sir Jolin Strachey himself in 1879, Over and 
above the normal provincial sources, a fifth of the land revenue 
in Assam was handed over to meet provincial expenditure. 
Burma obtained a sixth of the land revenue, as also of the rice 
axport duty, salt receipts and forest revenue. There was a special 

* of the Pimawe Depaitmeat, No. 8868, 13 Septemher 1881, par. 4. 

* sittimtaal Departmeat EeBolution, 26 Marob 1879. 
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reason why in Burma salt and customs revenue could be treat 
as provincial; for their incidence was definitely on tho peopk 
of the province, while in India proper it would be impossible to 
locate their incidence accurately. Hence the utilization of those 
heads of revenue to meet the special needs of Burma. 

Sir John Strachey had intended to revise, on the above basis, 
the contracts with other provinces also, but he retired before he 
was able to carry this out. Baring, who succeeded him, stuck 
more or less to the principles enunciated by his predccessox’. He 
had the support of Lord Ripon, who was well disposed towards 
all measures calculated to increase the freedom and happiness of 
the people. He believed that a large measure of decentralization 
was essential to the economic improvement of the country, and 
favom'ed every measure that would enlai’ge the powers of provincial 
Governments and local authorities. 

The important Resolutions which Ripon issued in 1881 and 
J882 not only enlarged provincial powers but also dealt with the 
need for the organization of local bodies, namely, district boards, 
municipalities and taluk boards, as a means of educating the 
people in the ait of self-government. While Lytton neglected the 
larger objects of decentralization enunciated by Mayo, Ijord Ripon 
was specially anxious to give effect to them by developing an 
efficient system of local self-government. This will be dealt with 
more fully in the next chapter. 

Another important change embodied in the new resolutions 
was in respect of the financing of war and famine, two of the 
special circomstances that often dislocated Indian finances.^ It 
was clear from long experience that the responsibility for famine 
relief should not be placed solely on the provincial Governments ; 
help was to come from the central Government at a certain stage. 
But under the financial arrangements made in 1877, the Govern- 
ment of India were not expected to help until the resources of the 
provincial Governments were exhausted. Ripon found this rather 
hard, and he decided that lielp should be given at an earlier stage.’ 
But the conditions on which relief should be granted were defined 
more stringently.® Only in the case of severe famine was help to 
be expected; and even then the provincial Governments wei-e not 
entitled to help until (1) their cuiTent revenue was exhausted, and 
(2) two-thirds of the excess of the accumulated savings of pasl'><, 
years, over the oi’dinary ww’king balance, had been spent. Those*' 
limits were fixed with reference to the resources of each provinc 
and not to the amount expended on famine rehef. It was als** 
decided that aid should be given at an earlier stage tlian before, 4 
and provision was made for devoting the savings of provincia'i 
Governments in normal years to supplement the ordinaay pubhe^ 


^ Baring mentioned font peenliar dangers to which Indian Nuance was liable i>. 
war, a diminution of opium xeyenue, fall of exchange, and famine (FinancU'j 
Statement for 1S834). ’ Beeolution, 80 September I8$l. } 
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works grant, and to push on famine relief woi’ks. Not more than 
a fourth of such surpluses was to be used for paying interest on 
imperial loans raised for famine relief within the province.^ 

At the same time, the Government of India declared that it 
could make no demand on provincial Governments, except in the 
case of disaster so abnormal as to exhaust the imperial reserves 
and to necessitate the suspension of the entire machinery of public 
improvements throughout the Emphe.® The Secretary of State 
objected to this too liberal concession to the provinces, especially 
because it would have to be proved to piovinciol Governments 
that such necessity really existed; but Eipon leplied that it was 
too late to retrace the steps taken.® 

The arrangements of 1883 on the whole relieved the provincial 
Governments of their obligations to the cential Government on 
abnormal occasions. In 1870, the special circumstances mentioned 
as necessitating the modification of normal provincial arrangements 
were : (1) heavy loss of opium revenue; and (2) national disaster, 
such as war and famine. In 1881, the Government of India very 
nearly relinquished their right to call on provincial Governments 
for help. In case of national disaster, help would be asked only 
after the exhaustion of imperial reserves and resoui'ces. The 
responsibility in the event of famine was still left with the pro- 
vincial exchequer, but it was entitled to assistance from central 
resources. Besides, the Government of India had to meet the 
frequent losses by exchange and fall in opium revenue. 

Nevertheless, the provincial Governments readily came to the 
help of the central Government whenever called upon to do so. 
Within the next 16 years three such occasions arose — ^in 1886-7, 
1889-91, and 1894-6. Twelve lakhs of rupees were thus contri- 
buted by the pi’ovincial Govei’nments. 

§4. The Provincial Contracts, 1882-3 

Sepai'ste financial settlemenls wei’e made in 1882 with the 
najor provinces according to the provisions detailed above. Madras, 
too, which declined the offer of 1877, came into line with the 
jther provinces this time. The settlements were made for five 
jiears, although the Secretary of State was against fixing this period 
for all the provinces. 

The principal revenues were classified as follows : 

L Imperial ; 

1. Customs duties, except in Burma* 

2. Salt revenue, except in Burma 

3. Opium revenue 

4. Post office receipts 


Gaxetli of India, 1 Odeber 18S1, p. 4S0. ’ S'mtuicial Stateia«nt (t862-8)t p> 10. 
’ Iiettw, 16 Pebruoty 188i3. * Sw §3. 
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8. Bailways 

6. Tributes 

7. Telegraphs 

8. Military public works 

9. Gain by exchange transactions 

n. Provincial : 

1. Provincial rates 

2. Ordinary public works 

3. Heceipts iroin law and justice 

4. Education 

5. Police 

G. Stationery and printing 

7. Interest on provincial securities 

8. Provincial railways 

9. Medical receipts 

10. Miscellaneous items (except gain by exchange, premia on 

bills, etc.) 

11. Minor departments 

In Burma only — ^Fisheries 

In the North-Western Provinces and Oudh only — 
Eeceipts from Tarai, Bhatar and Diuli estates; rents 
on water inills and stone quarries 
In Bombay only — ^Rents of resumed service lands and 
service communications 

m. Divided : 

(Unequal division) 

1. Iiand revenue (at first only a fixed percentage; it was 

given to the province to meet the expenditure un- 
covered by revenue, but subsequently it became a 
regular divided head) 

(Equal division) 

2. Forests (except Burma) 
d. Excise 

4. Assessed taxes (chiefly income-tax, then called ‘ licence- 
tax ’) 

8. Stamps 

6. Beg^stration 

As regards expenditure, the division of liabilities followed, as 
a general rule, on the corresponding head of receipts. But as the 
expenditure devolving on the provincial Governments was larger 
than the revenues assigned to them, the necessary balance was in 
the case of each province to be made up by a percentage on the 
land revenue (and in Burma on salt, forest revenue and rice ’duty, 
as mentioned above). The local Governments reodved '^e same 
financial power in respect of divided heads of expenditure as in 
regard to those which were or had been entirely provincial. 
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The result of the arrangement was that about three-fifths of 
the revenue of British India, amounting roughly to Es. 42 crores, 
and about one-fourth of the expenditure amounting to Es. 19 
crores were provincialized. Thereby the provincial Governments 
were given an interest in the greater part of Indian revenue, and 
were made responsible for its collection. Thus, these Governments 
had the whole revenue under heads which produced Rs. 4 crores, 
half of the revenue under heads which produced Es. 8 crores, a 
certain percentage of other heads (chiefly land revenue) which pro- 
duced Es. 23 crores, and a nominal share in revenues which 
produced Es. 7 crores.* Evidently this was an arrangement cal- 
culated to appeal to the self-interest of provincial Governments. 

The following grants were also made to the provinces, ear- 
marked for definite purposes : Es. 770,000 for improving the 
position of subordinate civil services, Es. 200,000 for provincial 
public works in Madras and Es. 300,000 for additional kanungos 
in Oudh. At the same time, certain revenues were abandoned in 
the North-'Weatern Pravinees.® These concessions involved a loss 
to the imperial treasury, but as Baring told the Legislative 
Council in 1882 : ‘ It is the provincial Governments and not the 
Government of India who are brought into immediate contact with 
the people. They aupeivise the whole of the administrative work 
of the country.’ The results of these contracts can be seen from 
the following statement of the budget position between the years 
1882-3 and 1885-6. 


ANNUAIi SUEPLUSES AJSD DBEIOITB 


Provinces 

1882.3 

186S-4 

1884-6 

1686-6 

Kadros 

108,431 

10,820 

-87,384 

146,693 

Bombay 

-149,894 

-3.686 


291,976 


639,611 

146,037 

48.910 

36,777 

N.-W. Provinces ond Ondh ... 

281.332 

357,630 

-69,278 

-160,060 

The Punjab 

-110,966 

-16,765 

-41,646 

42,447 

Central Provinces ... 

83,776 

76,212 

18,047 

22,080 

Assam ... 

13,887 

-6,216 

-40,677 

26,299 

Burma 

mfi07 

-90,030 

-89,726 

nil 


Luring the period of five years the contracts were not to be 
modified, and the provincial Governments had full freedom to 
control expenditure and utilize any increase of revenue that took 
place in the meantime. But on the expiry of that period the 
terms of the contract were liable to revision according to the actual 
conditions of the province. Even in the provincial contracts of 
1882-3, which were di'awn up in the liberal spirit of Eipon, the 
Go’Femtnent of India reserved to themselves the right of benefiting 

* 


^ ?intuwif4 Ststswe&fi, 1893-4. 
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by ‘ tlie incremenis of revenue which arose from the gi'owing wealth 
and prosperity of the country Subsequently, the right was even 
more strictly laid down in connexion with the Bengal agreement. 

‘ The financial administration of India is necessarily a whole. 
For the salce of diminution of friction and other well-known objects 
the imperial Government delegates a share in the administration 
to local Governments.’ As the Government were making only a 
rough calculation of the revenue of the province, ‘it cannot bind 
itself to this proportion for ever, because the calculation being 
rough is liable to be vitiated by unforeseen failure of resources 
or gi’owth of charges whether in the share of financiol administra- 
tion which it retains or in that which it delegates’.^ Therefore 
the Government insisted on periodical re-examination. This came 
somewhat like a reaction to Bipon’s liberal policy and as we shall 
see, this became a cause of friction and waste in subsequent years. 

Another restriction was imposed in 1884 upon the financial 
freedom of provincial Governments. In the three years preceding 
1884, these Governments had been spending the large balances 
that had accumulated during the Afghan Wtw, when the Govern- 
ment of India had temporarily checked provincial expenditure. 
Moreover, the central Government had refunded to them the sum 
of Es. 690,000 contributed during the war. This abnormal 
expenditure alarmed the supreme Government, which therefore 
adopted measures to prevent excessive fluctuations in the finances 
of local Governments. It was strictly laid down that the provinces 
should not exhaust their balances beyond a prescribed minimum. 

The spirit of the new system as initiated by Lord Eipon was 
generous and distinctly calculated to enlarge the powers of pro- 
vincial Governments; but in practice its liberal features were 
whittled down to such an extent that the provinces before long 
found that although they had a greater field to administer there 
was not a corresponding increase in their financial powers. In 
India, to a greater extent than in any other country, executive 
rules and secretan'at procedure often stood in the way of liberal® 
measures being liberally applied- At any rate such was the 
case when a benevolent Viceroy initiated some new policy or 
promulgated some law which had received faint support at home 
and little sympathy fi-om the permanent staff of the Government 
of India. It is thus that many of Lord Eipon's measm’es did not 
produce the expected results. The financial arrangement which 
he made between the central Government and the provinces was 
fair to both, but not much of its spirit remained after it was 
ground and put into shape in the official machine of the Calcutta 
Secretariat. 

See also QoUtale'a avidettre before tbe Indian Bstpenditore ContinisaSon, IV, 

p. tsilf, 

” Note hjr 0. Hope (Finandal Secretaiy), 0 iinne 1882; alao Bafliur'e 
l^ancial Ststetnent for 18S2-8. ’ 
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HoweTer, the first contract under the new system was, on the 
whole, a success. In 1885, Sir Auckland Colvin, Einance Member, 
claimed that by the new arrangements, ‘ friction was reduced to a 
minimum But the conditions soon changed, and when the 
contracts were revised in 1886-7, all the old ill-feeling seems to 
have revived with tenfold vigour. 


' Financial Statement (1886-dJ, p. 77. Besides, during Bipon's regime, imperial 
expenditure decreased and provincial expenditure increased slightly. See Gokhale's 
evidence— Indian Expenditure Commission, vol. tV, p. 216. 



OHAPTEE XVIII 
LOCAL SELP-GOVEENMENT 
§1. Local Finance, 1874-85 

The period under review witnessed great progress in the sphere 
of local self-government. Local committees came into being 
throughout India, and they devoted their funds (mainly drawn 
from cesses) for education and minor public works. In provinces 
like Madras and Bombay, where local committees existed previ- 
ously, they made gi-eah advance. Municipalities also increased in 
number and usefulness and in many provinces the elective 
element became stronger. 

However, the'^e new institutions did not meet with much active 
sympathy from district olfioers in those days.^ As Eipon wrote 
to (iladatone, tins was really inherent in the Indian system of 
administration. ‘India is governed by a bureaucracy,’ wrote 
he, ‘ which, though I sincerely believe it to be the best that the 
world has ever seen, has still the faults and the dangers which 
belong to every institution of that kind; among these faults is 
conspicuously a jealousy of allowing non-officials to interfere in 
any way whatever with any poi’tion, however restricted, of the 
administration of the country.’® Consequently, as he observed on 
another occasion, local bodies were 'over-ridden and practically 
crushed by direct . . , official interference ’. 

But the arrival of Bipon as Viceroy changed the situation. 
He is rightly called the ‘ Father of Local Self-Government ' in 
India. A democrat by firm conviction, Bipon believed that effec- 
tive training in democratic methods could be given by means of 
local self-government. In one of his Besolutions® he wrote ; 

It is not primarily with a view to the improvoment of admini- 
stration that this measure is put forward and supported. His 
ExeellBncy in Cotincil has hhnaelf no doubt that in course of time, 
as local knowledge and local interest are brought to bear more and 
mere freely on local administration, improved efficiency will in fact 
follow. But starting there will doubtless be many failures calculated 
to discourage exaggerated hopes, and even in some oases to cast 
apparent discredit upon the. practice of self-government itself. 

Lawrence, and even Mayo, considered devolution of powers on 
local self-governing institution.*! merely as a means of tiding over 
financial stringency. But Eipon considered it as a means of giving 
political training to the people of the country. Even at some 

* tjnqien WoK, Uft of fte Maranii af RijpOH, wl, IT, p. 96, 

* ibiii.i pp. 9S-6, * Beiwlntion, 18 May 1881, par. S. 
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expense to efficiency he wanted to leach them how to manage 
self-government in the local sphere and thereby hoped to make 
them ultimately capable of controlling administration in wider 
and higher spheres. Yet he was not unmindful of the administra- 
tive advantage to the Government resulting from this development. 
In the Resolution* already quoted he observed ; 

The task of administering is yearly becoming more and more 
onerous as the country progresses in civilization and material pros- 
perity. . . . The cry is everywhere for increased establishments. . . . 
The universal complaint in all departments is that of over-work. 
Under the oiroumstances it becomes imperatively necessary to look 
round for some means of relief, and the Governor-General in Council 
has no hesitation in slating his conviction, that the only reasonable 
plan for the government, is to induce the people themselves to 
undertake, ns far as may be (possible), the management of their own 
affairs, and to develop or create, if need be, a capacity for self-help 
in respect of all matters that have not, for imperial reasons, to be 
retained in the hands of the representatives of government. 

Hence his insistence on the non-official members being in the 
majority in local bodies. 


§2. Prom Provincial to Local Finance 

Eipon decided, soon after his an'ival, to lake another step 
forward on the path chalked out by Mayo. He was convinced 
that it was not sufficient to delegate financial powers to the pro- 
vincial Governments; to him it was equally necessary to make a 
similar transfer from the provineial Government to the local 
authority. "What Mayo did for provincial finance, Ripon did for 
local. This was the central idea of his famous Resolution of 30 Sep- 
tember 1881, which said : ‘ The provincial Governments while 
being largely endowed frona imperial sources may well in their turn 
hand over to local self-government considerable revenues at present 
kept in their own hands, but similar in kind to many which have 
long been “ locally ” managed with success by committees, partly 
composed of non-official membera and subject only to a general 
remedial control reserved to the State by the legislature. At the 
same time such items should generally be made local as the people 
are most likely to be able to understand the use of and to 
administer well,’® 

However, it was not Ripon’s intention to increase the burdens 
of local authorities, and therefore care was taken to transfer 
revenues for meeting the new services to be entrusted to them. 
The revenues transferred should be ‘ of such a character as to 
afford a reasonable prospect that by careful administration, 
with all the advantages due to local sympathy, experience and 


‘ Begdution of 18 May 1881- 

* ItoaowWon pu Lofat Sdlt-govqtnmenf, No, 83158 of 80 Beplombw 1881, 
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watchfulnesB, they ■will so increase as to afford the means of meet- 
ing any additional expenditure which may be rendered necessary by 
the growing wants of each locality’.^ 

The above proposals were given effect to on the occasion of 
the renewal of provincial contracts in 1882. While preparing for 
these contracts, the Government of India asked the provincial 
Governments to undertake a careful scrutiny of provincial, local 
and municipal accounts with a view to ascertaining (1) what items 
of receipts and charges could be transferred from ‘ provincial ’ to 
‘ local ' heads, for administration by eonimittees comprising non- 
official, and, wherever possible, elected membei's; (2) what items 
already ‘ local ’, but not so administered, might suitably be so done; 
(3) what redisU’ibulion of items was desmable in order to lay on 
local and municipal bodies those services which were best under- 
stood and appreciated by the people; and (4) what measures 
legislative or otherwise were necessary to ensure more local self- 
government. “ ‘ Incidentally to the scrutiny,’ he hoped ‘ that 
they would carefully consider ways of equalizing local and muni- 
cipal taxation thronghout the Empire, checking severe or unsuit- 
able imposts, and favouring fornm most in accordance with popular 
opinion or sentiment. At the same time the extension of the 
elected element in such bodies was to be considered. 

On 18 May 1882, a further Resolution was published in which 
the proposed lines for the introduction of local self-government 
were more definitely laid down. 

The policy thus indicated was accepted by the provincial 
Governments ' on the whole loyally and in some cases cordially 
The only serious opposition came from Bombay, which already 
possessed a fairly advanced system of local self-govemment, but 
that province also eventually came into line and ‘ yielded with a 
very fair grace ’.® In his own Council, Eipon had a strong 
supporter in Baring, while the reception of the policy in the 
country was, as was to be expected, enthusiastic. 

As a result of his policy. Local Self-government Acts were 
passed by the majority of the provinces whereby rm’al boards 
were instituted, both in the district and in the taluk (or ialisil) 
on a more or less elective basis, with wider powers than the old 
district committeea possessed, and both these local bodies were 
baaed on the village which had been from time immemorial the 
unit of administration in the country. These boards worked 
through committees and gave ample opportunities for the co-opera- 
tion of Government offieei’s with local representatives. This subject 
does not fall within the scope of the present treatise. 

‘ Iitfttw tci the Sectetary to the Goveroment of Bengal, No. 8818 of 10 Oeto- 
hex 18®. 

* Bedolutiioa on Local Self-GoTerotnest, No, 3883 of SO Septemher 18$1. 

* ibid. 

■* Lncien WoW, Lift of (he Tint Marquit of Stpoti, vot. U, p, OT. 

* Ripen to Khabectay, 31 May 1888, quoted by Wolf (ibid,). 
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It was Eipon’s fond hope that his scheme of local self-govern- 
ment ' will relieve the provincial authorities from some portion of 
the ever-growing details of the work of administration, will tend 
to reconcile the public to the burden of local taxation, and will 
lead to the more extended employment of the natives of India 
in the administration of public affairs, while conferring on them 
higher powers of control over all expenditure on objects of local 
importance 

However, his expectations were not fulfilled to any great extent. 
Although the provincial Governments tried to put his scheme into 
practice and the number of local bodies thus increased, the higher 
aims underlying the reform were far from realized, owing to 
difiSculties which were, at the time, insurmountable. 


§3. Some Statistics of Local Finance 

In 1882-8, there were 761 municipalities in British India 
(including the three presidency towns), and their total income 
came to £2,627,042. The sources of income and the heads of 
expenditure are given below ; 


Iheome 

£ 

Nxpenditnte 

£ 

Taiation— 


Establishments and collec- 
tion ... ... 

234,293 

Octrei 

746,746 

Conserrancy ... 

tea 

853,698 

Assesaed taxea ... 

198,167 

Police and registration 

■ es 

306,849 

Tax on houaes and land. 

678,102 

Lighting and watering 


166,888 

Tax on TObiclea, animals 
and ferries ... 

811,680 

Drainage 

Water works ... 

aae 

• ea 

208,064 

268,890 

Total taxation ... 

1,883,596 

Medical ... 

lea 

109,507 

Loans etc. 

693,447 

Ednestion 

Poblio works (roads etc,) 

• *e 

»ac 

70,769 

687,683 



Interest on debt 

aee 

191,607 

Total ... 

a, 627, 043 

Total 

«<• 

2,486,674 


. ftswBtsiy to the Ctorewrawt ot No. W of M pot?- 
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Tho following table shows tlie municipal income in the diKeront 
provinces in 1884-0, classified under various heads : 


Province 

Total incomo 



Othoi beads 

Madias (excluding Madras 

Bs. 

Es. 

Ea. 

Es, 

city) 

1,774,890 

1,005,187 

180,916 

638,787 

Madras Corpoiation 

1,360,674 

808,031 

103 911 

348,742 

Bombay 

3,334,814 

3,3X3,048 

36,901 

874E66 

Bombay Corpoiation 

4,310,846 

3,014,801 

90,000 

1,106,646 

Bengal 

3,666,997 

1,947,411 

2,566,037 

38,849 

689,737 

Calcutta Corpoiation 

S, 663,786 

16,304 

3,083,466 

United Provinces 

2,703,936 

1.962,860 

106,976 

646,701 

Punjab 

2,793,903 

3,872,034 

39,148 

891,720 

Central Provinces 

1,094,320 

784,979 

17,646 

291,706 

Assam 

113,013 

47,640 

21,682 

42,690 
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CHAPTBB XIX 


PINANGES AND PUBLIC WOEKS UNDEB FALLING 

EXCHANGE 

§1. Growth of Expenditure 

After the Govovmnent of India came under the Crown, com- 
plaints were re])oaledly made that expenditure was growing too fast 
in India, that taxation was becoming lieavy and that the burden 
of debt w’as jnea easing. In the days of the C'oinpany there were 
boiu'chmg inquiries into the fiimnces of India at the pei'iodical 
renewals of the Eoyal Charter. But after the transfer, there 
svas no buch occasion for inquiry. According to Fawcett, ‘ many 
safeguards for economy were swept away and the substitutes 
which took their place have proved to be comparatively in- 
effective’.^ Large powers of control were vested in the Secretary 
of State, and the India Council was supposed to exercise a strict 
watch over the financial adnunistration of India. But, for many 
reasons, this control was not always effective. Dift'erences of 
opinion arose among the highest authorities about the exact 
powers of the India Council, and in the result, the interests of 
[ndia were bometimes ‘ sacrificed to the exigencies of political 
parties in England’.® 

However, there have always been persons in Parliament who 
took a keen interest in Indian affau-e, and owing to pressure from 
them, several inquiries were conducted by Parliament from time 
to lime. The first of these was by a select committee appointed 
by Mr Gladstone in 1871, as a result of complaints about the 
increase of taxation and expenditure in India. Mr Fawcett and 
Mr (later Sir) M. E. Grant-Duff wei’e members of this committee.'* 
The committee was first concerned with the question of the perma- 
nent settlement and soon came to the conclusion that it should not 
be extended to other parts of India. It also took up questions of 
piovincial and local taxation and increase of expenditure, Lord 
Lawrence, Samuel Laing, Trevelyan, Ma.ssey, Biclmrd Strachey 
and several others who held important positions in India gave 
evidence before the committee. After sitting for four years, the 
committee was dissolved and it made no final recommendations. 
However, its minutes of evidence wmre published in four large 

* Indian Fmanee <1S80), p. 6, 

’ Sir Alexander Arbttthnoli's minate of dtasenl. See Parliamenbary Paper, 069 
of 1879. 

* OrwUhifi afterwards faecatoe Governor of Madras (16&1-6). 
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volumes, and they contain valuable information about the admini- 
Htratioa and finances of India at the time.' 

Fawcett kept up his interest in Indian aft'aii's and, largely 
through his speeches in the House of Commons and his articles 
in the Nineteenih Century during 1879, the sense of responsibility 
of the House of Commons was agam awakened,® In 1880 Stanliope 
made certain criticisms in Parhament about the financial admini- 
stration of India," and this gave rise to a prolonged correspondence 
between the Government of India and the Secretajry of State, 
which was published as a Parliamentary Paper in 1886.* 

The next important inquiry was made in 1895-3900 by the 
Koyal Commission on Indian Expenditure, which was apjxunted 
by Mr Gladstone, as a result of the financial stringency during 
the period 1890-4. Lord Welby was the President, and the 
Hon. G. N. (later Marquess) Curzon, Sir William Wedderburn, 
W. S, Caine and Ladabhai Naoroji were members. The Com- 
mission, after a prolonged deliberation, reported in 1900,' but little 
came out of it. 

§2. Increase of Expenditure between 1861 and 1885 

It cannot be said that any substantial increase in expenditure 
took place between 1861 and 1886. Owing to changes in the 
method of accounting, an accurate comparison is difficult. How- 
ever, there is adequate material for a general comparison. The 
following table will explain itself.® 


— 

1881-3 

Average of 
1888-4.1884-5 

Increase or 
—decrease 

Defence and foreign aSain ... 

Rs. 

16,85,70,000 

i Es. 

lO.lSEO.OOO 

Bs. 

-1-2,60,10,000 

Civil admmistratioD (including 
works charged to revenue) ... 

13,08,80,000 

18,84,30,000 

-1-6,76,40,000 

Debt charges 

6,09.60,000 

8,78,80,000 

1 

-1,80,80,000 

Total ... j 

84,74,10,000 

41,78,80,000 



The increased expenditime of about Bs. 7 crores was chiefly mOt 
by the normal increase in the old revenues and not, to any great 
extent, fay new taxation. Of the taxes imposed for rectifying the 
financial stringency resulting from the Mutiny, income-tax was 

‘ VqIb. I 0871), II (1873), IH (1873), IV (1874), index volmne (1874), 

* Mr Hpidmeii, labour leader, also published Hvo arUcles m the Ifineieenth 
Centuru entitiled ' Bankmpboy cl India '. 

' aoHiafd, vol. 349 (1^), p. 364. 

* ParKamentary Paper, C863 dated 18 August 1886- 

* Iteport, Cd. 181 of 1900 (one volume) 'and Minutea of Evideneea ($, volomaa). 

* ISspofi cf the RoytA Commiuton Irtdtait BaipendiiuT$ (1900), pi W, 
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llie moat important. But it was abandoned in 1873. Of the 
older taxes customs duties were given up, except in the case of 
spirits and a few exports. Salt duties stood in 1884 at nearly 
the same level as befoie the Mutiny. Thus the revenue remitted 
duiing the period came to a total oi Us. 5,37,70,000. 

But in the meantime, some new taxes had been imposed, 
namely provincial rates and a hcence duty; and the rates of the 
stamp duty and the excise duty had been increased. These 
produced about Es. 5‘2 croros in the years 1883-4 and 1884-5 
(average), made up as follows: provincial rates Es. 2,77,40,000, 
licence duty Rs. 49,00,000, stamp duty Es. 1,24,00,000, and excise 
Rs, 70,00,000 (average of the years 1883-4 and 3884-6). 

Therclore tiie increase ol revenue dming the period was 
chiefly due to the elasticity ot the existing revenues. The land 
revenue increased from Es. 19‘5 orores in 1861 to Es. 22*3 crores 
in 1883-4.^ 


§3. Iwrease of Expenditme, 1888-J900 

After 1886, there was a rapid increase of expenditure both 
mihtary and civil. In 1884, the total expenditure of India was 
lis. 71 orores. Erom that date the expenditm*e went on increas- 
ing, and amounted to Es, 110*4 crores in 1900. The causes of 
the increase were chiefly (1) increased expenditine on defence and 
(2) loss by exchange. 

During the period, 1886-1900, the expenditure on defence 
inci*eased from Es. 21*6 crores to Es. 24*6 crores, and by 1905 it 
had risen to Es. 31*5 crores. This increaso was chiefly due to 
the feverish activity on the North-West Frontier. The fear of a 
Eussian advance into Afghanistan had been growing for some yeai's 
and the Eenjdeh incident (1883) greatly enhanced that fear. The 
Eussian General KoniarofI attacked some Afghans at Panjdeh, an 
important post on the route to Herat. Tliis created great excite- 
ment in India, The Indian ai*my was immediately strengthened 
by the addition of 10,733 European.s and 19,220 Indian soldiers 
(1886). Eoads and railways were constructed on the frontier and 
fortifications erected on a large scale. This involved the pacifica- 
tion of the suspicious nomadic tribes on the frontier and an in- 
creased subsidy to the Afghan Amir. The war in Upper Burma 
added to the growing outlay on defence. 

When the number of soldiers was increased, large numbers 
of horses were required; clothing and medical supplies had to 
be increased; ordnance factories, depots and arsenals had to be 
enlarged; and a greater number of transport animals, carts and 
gear had to be maintained. 

In the meantime the rupee exchange bad been declining fast. 
From la. 7id. in 1884-6 it fell to la. 2id. in 1893-4 and to 

* ibid., p, 40 . 
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Is. Id. in 1894. "With eveiy fall jn exchange there was a corres- 
ponding increase in the burden of the home eliarges. h’rom lia. 4'3 
crores in 1886 tJie loss by exchange on these chaiges rose to Bs. 16 
csrores in 1894. When the exdiange began to depreciate, the 
British officers in India, both mihtary and civil, found tlieic sterling 
income rapidly diminishing and their remittances to then families 
in England dwindling in value. There was a universal demand 
for relief. Many of the offici als were under the necessity of 
remitting a considerable portion ot their income to Britain for the 
support of their famihes and the education of their children. They 
therefore claimed an ‘ exchange compensation allowance ’ , and tins 
was granted, in respect of a part of their salaries, from 1893. 
The pay of the British soldiers in India was fixed in sterhng and 
was paid in India at a rate much lower than tlie assumed rate 
of exchange. All these concessions involved a lai-ge increase in 
expenditure. It also became extremely difficult to make budget 
estimates. Successive financial statements repeated the tale of 
woe and for some years this became the chief point of discussion 
at the budget sessions of the Imperial Legislative Council. ‘ The 
uncertainty m respect of silver said Su‘ Auckland Colvin, 
‘ entirely neutralizes the most carelully formed forecast of the 
future and reudeis the task of budget-making m India almost 
illusory. The sui'plus or the equihbnum existing at the hour at 
which the statement is written may be turned into deficit before 
it sees light and nothing that the Government of India can do 
of its own authority will, in the slightest degree, affect the result 
Thus the budget became a gamble in exchanges. The extra 
expenditure in rupees due to the actual rate of exchange being 
less than the former rate of 2«. to the rupee is given below : 


I’eat 

Bate 
aasumed 
in the 
badget 
perBupee 

Average 
rate 
realized 
by the 
Secretary 
oi State 

Totpal 

extra 

charge 

involved 

Tear 

Bate 
assumed 
in the 
budget 
per Bupee 

Average 
rate 
realized 
by the 
Secretary 
oi State 

Total 

extra 

charge 

involved 



d, 

t. d. 

Bs. Croiee 


Se 

d. 


d. 

Bs. Crores 

1873 ... 

1 11-1 


■1 

1886 ... 

1 

6 

1 

6-4 

6-6 

1878 ... 


■^1 

•9 

1887 ... 

1 

6-6 

1 

4-8 

6-1 

1874 ... 



1-0 

1888 ... 

1 

4-0 

1 

4-3 

6'4 

3876 ... 

1 



i'4 

1889 ... 

1 

4 8 

1 

4-6 

6-7 

1870 ... 

1 

8‘8 

1 8-6 

3-6 

1890 ... 

1 

4-6 

1 

6 

e-e 

1877 ... 

3 

0'2 

1 8-7 

3-3 

1891 ... 

1 

63 

1 

4-7 

7*3 

1878 ... 

1 

8-4 

1 7-7 

3-1 

1802 ... 

1 

4 

1 

3-9 

loa 

1873 ... 

1 

6'9 


3-9 

18BS ... 

1 

3-7 

1 

2-6 

11'2 

1880 ... 

1 

8 

1 7‘9 

3-3 

1894 ... 

1 

3 

1 

1-1 

16 

1881 ... 

1 

8 

1 7-8 

8- 6 

1896 ... 

1 

1 

1 

1 -e 

14 

1889 ... 

1 

8 

1 7-6 

8-1 

1806 ... 

1 

3 '7 

JL 

2*4 

13*1 

1888 ... 

L 

7-6 

1 7-6 

3-4 

1897 ... 

1 

3-4 

1 

8-3 

10*6 

1884 ... 

1 

7*6 

1 7-3 

8-6 

1898 .. 

1 

8-3 

1 

3-9 

9-8 

1886 ... 

1 

7 

1 6-9 

4-a 






■ 


* Mnaneial SiaUmtnt (1886), p, 13. 
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§4. Increased Taxation 

"'the biidden inci’ease of expenditure caused by the foregoing 
circumstances was a great strain on the Government’s finances. 
In 1882, revenue resources amounting to over ^3 millions were 
given up by the abolition of the customs duties and the paiwari 
cess, and by the reduction of the salt duty. Even then, the year 
1882-3 closed with a surplus of 4)700,000 and the year following 
had a surplus of 411,387,496. E^om 1884-6, deficits reappeared 
and the finances continued in a bad state till 1889-90. 



year 


Net Beveune 

lijxpondituia 

Siu'plus or 
Deftcib 

JL884-6 



£ 

41,631,867 

£ 

41,907,813 

.e 

-386,446 

1886-6 


.... 

43,687,047 

46,488,778 

-3,801,726 

1886-7 


• •• 

14,736,940 

44,667,613 

■fl78,427 

1887-8 



48,843,843 

47,871,676 

-3,038,833 

-f37,018 

1888-9 


■« • 

46.483,866 

40,446,847 


In these circumstances, the Government was forced to impose 
new taxation. Customs duties were still considei’ed a very objec- 
tionable mode of raising revenue and therefore direct taxation had 
to be resorted to. The licence tax was already an income-tax 
on certain classes, and even after raising the taxable minimum, it 
still pressed too heavily on the smaller incomes and too lightly on 
the higher. The official and professional classes paid hardly any- 
thing in the form of direct taxes. These defects were openly 
acknowledged by the Viceroy, Lord Dufierin, and by Sir Aut&and 
Colvin, who was Finance Member from 1883 to 1887, In 1886, 
the Viceroy leminded the Legislative Council that most of the 
gentlemen present, especially lawyers and high Government 
officials, were free from all durect taxation. He admitted that 
that was true himself and other members of his Government. 

‘ Thei'e is not one of us ’ , he said, ' who pays any really 
serious sum from Ills income into the Imperial exchequer. It 
was therefore decided to impose an income-tax and a bill was 
pushed through the Council in 1886 (Act II). Incomes below 
Bs. 600 were exempted from the tax. All taxable incomes were 
divided into foui- classes : (1) salaries, annuities and pensions, 
(2) company profits, (3) interest on securities and (4) other sources. 
Inwmes from agricultural lands and from property used for 
religious or charitable purposes were exempted from the tax and 
this was the chief innovation in the new income-tax. The profits 
derived by municipalities from commercial undertakings were also 
exempted. In fact, the new tax was a licence tax and an income- 
tax rolled into one, or an income-tax superimposed on the old 

^ (hutuii 4 Jaauaty 
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licence tax. As the Viceroy put it ; ‘ the licence tax is a one- 
storied house, and on the top oif it, we are putting a second storey, 
but the order' of ai'chitecture in both will bo the same 

Nor was this income-tax imposed for a limited period, as 
were its forbears. The Finance Member was pressed for a pledge 
restricting the duration of the tax, but he cautiously avoided giving 
it, and added : ‘ Pmdenco is to a Financial Member what modesty 
IS to a woman, and if he once throws it aside he must expect 
to descend to that fallen class from whom nothing more may be 
hoped for.’ The non-official Europeans who had hitherto led the 
opposition to the income-tax were this tune very moderate 
in their criticism; yet Kipling in his Departmental Ditties has 
represented Colvin as liupaiyat of Omai-kalvin, plying the begging 
bowl among his European countrymen. Mr Mandlik was sur- 
prised that, rather than reimpose the cotton duty, the G-overnment 
had decided to impose an income-tax which was bound to press 
hard on the honest and lead to demoralization. Mr P, M. Mhkhei']! 
suggested an amendment, raising the taxable minimum to 
Rs. 1,000, but it was rejected. Mr (later Rh) William Hunter 
wished that payments for life insurance or deferred annuities 
should be deducted from the taxable income, and this was agreed 
to. The net proceeds of the income-tax came to Rs. 1,27,75,100. 
This was Rs. 80^ lakhs more than the yield of the licence tax. 
In all, 800,000 persons throughout British India were assessed to 
the income-tax. Salai'ies contributed SO per cent, of the total. 
The provisions of the tax as laid down in 1886 were in force 
vrithout much modification till 1914. 

In 1887, the salt duty was raised by executive order from 
Rs. 2 to Rs. 2-8 in India and from 3 annas to Re. 3 in Brnma. 
Mr Westland, the Finance Member, did not expect any curtail- 
ment of consumption by the increase of duty. Objection was 
raised in the Legislative Council against the sudden increase of 
the salt tax by executive order, and Westland pertinently replied 
that ’ it is always advisable, in the case of the imposition of new 
tariff duties, that the new measures should be taken suddenly 
and at once, so that all persons may, as far as possible, be placed 
upon a precisely equal fooling In 1888-9 there was a diminution 
in the quantity of salt on which duty was paid, but in the 
following year consumption increased, 

§5. Currency Difficulties 

In the early ’nineties there was a sudden fall of the rupee 
exchange. The finances of the Government of India again became 
dislocated and deficits were piled up, year after year. For some 
time, the Sherman Act of the United States, which requited the 

LegislaiiM CouneU Proceedings, 4: Janvai; 1886. 

* tiegMeiios GounaH Pnmesimgsi 97 1868. 
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Govercmont of that country to purchaae annually 54 million 
ounces of silver, prevented a rapid fall in the price of silver; 
but in 1892, when that Government decided to repeal the Sherman 
Act, the bottom dropped out of the silver market and there was a 
sudden slump. The exchange value of the rupee also fell. 

The results of the fall in the exchange, both on public and on 
private finances, were disastrous. In 1892-3, a surplus was antici- 
pated, but a fall of one penny m the exchange rate brought about 
a deficit of Es. 1*6 crores. Hir David Barbour, Finance Member, 
said in 1893 : ' Our financial position for the coming year is at 
the mercy of exchange and of those who have it in their power 
to affect in any way the price of silver. If we budget for the 
present deficit of Ex. 1,595.100‘ and exchange rises one penny 
we shall have a suiplus; if it falls a penny we shall have a deficit 
of mca'o than 3 ci'ores; if we impose taxation to the extent of 
IJ crorea, a turn of the wheel may retiuire us to impose further 
taxation of not less magnitude; another turn and we may find that 
no taxation at all was required.’® It was not budgeting, but 
gambling. 

The fall in exchange meant additional taxation and such taxa- 
tion was not distributed equitably. Nay, all taxation became 
inequitable in such circumstances. Those who paid land revenue 
under the permanent settlement wore let off lightly, while those 
whose land had been lately resettled had to bear a much larger 
burden. The debtor-creditor problem also became more compli- 
cated, and a redistribution of wealth took place. 

The fall of exchange also greatly checked the investment of 
British capital in India. The capitalist abroad would expect to 
have a reasonable dividend on his investments in India, but with 
a falling rupee the gold value of the dividend was bound to fall. 
This was one of the causes of the slow progress of railway con- 
struction during the period. 

Not only investors in Indian securities, but all the Europeans 
wlio received their income in rupees lost by the falling exchange. 
That part of their earnings which salaried persons in India remit- 
ted to their families in England contracted in value. 

The Government of In^a had long been aware of these evils. 
Proposals for the adoption of a gold standard were made as early 
as 1884 by General Mansfield and they were supported by two 
Finance Members, Mgssey and Temple, and by the European 
Chambers of Commerce in the country. But the Government were 
feeling their way and were afraid that the hasty adoption of the 
gold standard would he a leap in the dark. After the rupee 
exchange began to fall, the Government of India became more 
convinced of the need for a gold standard in some form. In 1878, 
the Goyemment proposed the adoption of a gold standard, ' with 


> 5l«. = Ks. 10. 
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silver coinage as the principal element in onr currency and with a 
very limited gold coinage or without a legal lender gold coinage at 
all In fact, this was the precursor of the gold exchange stan- 
dard. But this proposal was turned down by the Horae Govern- 
ment. The idea of international bunetallism was then gaining 
ground and between 1867 and 1899 four international monetary 
conferences were held for solving the currency problem. After 
1880, the Government of India gave full support to international 
bimetallism and hoped that it would rehabilitate silver in the 
currency system of the world; but, one after another, the confer- 
ences broke up without any settlement. 

The position became much worse after 1890, and the Govern- 
ment of India had to take urgent action to remedy the situation. 
The Government proposed to the Secretary of State that the Indian 
mints should be closed to the free coinage of silver as a preparation 
for the adoption of a gold standard. The result was the appoint- 
ment of the Herschell Committee in 1892. Lord Hersohell had 
behind him the experience of the Gold and Silver Commission 
of 1888, of which he was President. Among the members were 
General B. Strachey, who had an intimate knowledge of the 
finances of India, and Sir Thomas Farrar, who had served on the 
Gold and Silver Commission of 1888. The Government of India 
placed before the Committee an able memorandum based on the 
views of Sir David Barbour.* The principal suggestion of the 
Government was the stopping of the free coinage of silver, to be 
followed, after an interval, by the opening of the mints to the free 
coinage of gold, the interval to be utilized in studying the effect of 
the closing of the mints on the value of the rupee.* The Com- 
mittee accepted this suggestion. It was dear to them that bimetal- 
lism was out of the question; yet the complete demonetization of 
silver and the establishment of a gold standard did not seem 
advisable as an immediate step. In the result, the Committee 
recommended the closing of the mints and the continuance of the 
rupee as unlimited legal tender.® The Government accepted this 
recommendation, and in the same year amended the Coinage Act 
of 1870 and the Indian Paper Currency Act of 1882, in such a 
manner as to provide for the immediate closing of the Indian mints 
to the free coiaage of silver. At the same time, it was notified 

(1) that rupees would be given in exchange for gold coin and bullion 
presented at the Indian mints at the rate of Is. 4d. to the rupee, 

(2) that sovereigns and half-sovei’eigns would be received in pay- 
ment of public dues, and (3) that currency notes would be issued 
from the Paper Currency Office in exchange for gold coin or 
bullion. For the time being, the goal aimed at was the gold 


* BatlKHir ms Hembet ot tihe Boyal Commission out GoU and Silver (1686). 
In X688> be bacame Financs Member. 

* 7. C. Coraiee, !Pb« Indwn Cuntnay Syiteta, p. 79. 

* 0<n^tU& Jteport (1898), p. ol, 
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standard in some form, but various circumstances, as we shall 
presently see, led to the evolution of what came to be called ‘ the 
Gold Exchange Standard’. 

§6. Gusto'tns Duties Again 

However, the closing of the mints did not immediately improve 
the finances of the Government. In 1894, the Government were 
faced with a deficit of Bs. 3J- crores. The Herschell Committee 
recognized the need for fresh taxation in order to make up for the 
loss by exchange. ' Of all the suggested methods of adding to the 
revenue ’, it said, ‘ the reimiwsition of import duties would, accord- 
ing to the evidence before us, excite the least opposition; indeed, it 
is said that it would even be popular-’.^ The Government there- 
fore proposed to impose a general tariff at the rate of 5 per cent, 
on all imports, but the Secretary of State struck off cotton yarn and 
cotton fabrics from the list, although six members of the India 
Council, including Sir A. Aihuthnot and Sir A. C. Lyall, dissented. 
In the Imperial Legislative Council also, several non-of&cials, both 
Europeans and Indians, stoutly opposed the measure. The new 
duties brought in only Ba. 11 lakhs. 

The financial stringency continued in spite of the additional 
taxation and the Government of India wanted to go further. The 
Secretary of State insisted that, if cotton yarns and piecegoods were 
to be included in the tariff, their inclusion must be accompanied 
by a countervailing excise duty on cotton goods made within the 
the country.® As the Government of India were in urgent 
need of additional funds, they agreed to an excise duly on 
cotton yam made in Indian mills. Thus in 1896, import duties 
were imposed at the rate of 5 per cent, on all cotton piecegoods 
and cotton yarn (above 20’3) and along with that, a SJ- per cent, 
excise dnty was imposed. There was stout opposition to ihe excise 
duty in the Imperial Legislative Council. It was admitted by 
the Finance Member, Mr Westland, that ' of the cotton manu- 
factm’es of India, quite 94 per cent, is absolutely outside the 
range of any competition with Manchester, being the coarser 
quality of goods (24*3 and under) which Manchester cannot pretend 
to supply so cheaply as India and ‘ Manchester has an absolute 
monopoly to the finer qualities of goods’;* and that of goods of 
the counts 26 and over, India can produce them under difficulties 
and in small quantities.’* Therefore only 6 per cent, of the Indian 
mill products were able to compete with Manchester goods and 
the excise duty raised a storm of protest not only in Inffia but in 
England. The newly established National Congress found this a 

* Hettehell Gommiitea Report 0893), par. 89. 

* Dkpateb to IhiSa dated Slet May 1894. 

* ParSamttntary Paper 0. 7602 of 1096, pp. 11-19. 

* See Aepblstive Owncil Proesediftfs, 1896 ^[>a8siia}. 
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fit subject for its annual resolutions. The revenue from the cotton 
duties was about Rs. 3 crores. 

On further representation from the Manchester manufacturers 
in 1896, the import duty was lowered to 3J- per cent, and the 
duty was made leviable on all counts. In the same year, the 
countervailing excise duty was extended to cotton goods of all 
counts manufactured in Indian mills. This change was earned 
out at a sacrifice of Rs. 51 lakhs of revenue in a year of famine 
and deficit. 

Tkom 1890, bounty-fed sugar from Austria and Germany 
invaded the Indian market, and to check those imports, the Tariff 
Act of 1902 imposed a countervailing duty on imported sugar, but 
it was subsequently abolished. 

§7. The Gold Exchange Standard 

Although the miiil.s were closed in 1893 to the free coinage 
of silver, nothing was done to make gold coin legal tender. It 
was expected that the closing of the mints would force up the 
exchange value of the vujiee aud that a rising exchange would 
encourage the import of foreign capital into the country. This 
expectation was not immediately fulfilled. The repeal of the 
Sherman Act in the United States, coming soon after the closing 
of the Indian mints, depres.sed the gold price of silver, and silver 
bullion poured into the country. The rate of exchange therefore 
declined to about Is. Id. in 1894-6. Rut soon the tide turned 
and by 1897 the exchange rate mae to Is. 8d. and to Is. 3|d. 
in 1898, although in the meantime, the bullion value of the rupee 
had fallen to lOd.^ This was a great convenience to the Govern- 
ment in regard to its sterling remittances, but the commercial 
community was bit by the closing of the mints and the temporary 
suspension of the sale of Council Bills. A gi’eat monetary strin- 
gency developed and discount rates rose to high levels. The 
Government therefore felt the necessity for a final settlement in 
regard to the currency system of the country. With this aim in 
view, the Powler Committee was ap|K)inted iu 1898. 

The deliberations of the Eowler Committee attracted much 
attention. Well-known economists like Professor Marshall and Sir 
Robert Giffen gave evidence before it, and the schemes submitted 
by Lindsay, Probyn, Raphael and Darwin were remarkable for 
their originahty and insight,’ The schemes of Lindsay and Probyn 
contain the first clear exposition of the gold exchange standard 
system which was eventually adopted in the country. 

The Government of India had already given up its faith in 
iuternational himotallism and had become convinced &at some kmd 

^ lewtiont, Vhe Standard oj Value, pp. 207-8. 

, * Z&dsA; ‘waa Deputy Secretew sod ‘Tmstirer of the Bank of Bengal and 
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of gold standard was inevitable. Sir David Barbour, a member 
of the Bowler Committee, was long a keen supporter of international 
bimetallism and his snocessor as Finance Member, Sir James 
Westland was formerly an ardent advocate of the silver standard, 
But both of them accepted the fait accompli. The Government 
stoutly opposed those who suggested the reopening of tlie 
mints. ‘In* our opinion they said, ‘ the silver standard is now 
a question of the past. It is a case of vestigia nulla retroTsum. 
The only ([uestion before us is how best to attain the gold 
standard? ’ But the gold standard they favoured was not the full- 
fledged gold standard, but a modified one. It was a gold standard 
so far as foreign dealings were concerned and not in regard to 
internal currency. 

The Committee agreed that the mints should not be opened 
to the free coinage of sdver. It also recommended that India 
should have a gold standard but a gold currency was only to be 
attained by successive stages, ‘ as there was little or no likelihood, 
even according to the mo.st sanguine view, that for a long lime 
to come, gold coins, even if declared legal tender forthwith, would 
find their way to any great extent into general ch'culation 
However, it recommended that the Indian mints should be opened 
to the free coinage of gold. The rate of exchange of the rupee 
was to be fixed at Is. id. Not the least important of the Com- 
mittee’s recommendations was that the profits made by the coinage 
of new rupees should be used to fen-m a gold fund, in order that 
the convertibility of rupees into sovereigns might be secured. 

Most of the above reconunendations were soon put into effect. 
Free coinage of silver was finally abandoned and gold coins were 
made legal tender by the Indian Coinage and Paper Currency 
Act of 1899. The sovereign and the half-sovereign were made 
legal tender for Rs. 15 and Rs. 71 respectively, but the efforts to 
coin gold in India and to put gold into circulation were unsuccessful. 
The gold coins put into circulation soon found their way to the 
treasuries. But the coinage of silver was pushed on effectively 
and a large gold standard reserve was built up.® 

Thus the rupee was stabilized at Is, 4d. The system of a gold 
exchange standmd which thus developed was subsequently copied 
by several foreign countries. 


§8. Improvement of Fkiances 

With the stabilization of exchange, a period of financial pros- 
pei-ity dawned for India. In spite of the famines of 1896-7 and 
1899-1900, which cost the Government Es. 7 mores and Es. 9 
ermes respectively, by way of direct relief, the years 1898-9 to 

‘ Fwler Odnrnfttee Report (1898), par, 60. 

* J. 0, Coyagea, Iniian Cmrevr-ji SusUm, pp, 126-S3s also OambriAgo Sistotu 
0/ /rt<Ktt, vol. VI, pp. 398-6. * * 
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iOOl-2 showed appreciable surpluses and this improved state of 
affairs continued for some years. 


Yaar 

Havaona 

Bxpenditure 

Surplus 
or Deficil! 

1897-8 

Bs. (crores) 
96-4 

Ba. (crom) 
101-8 

Bs. (eicrea) 
-6-4 

1898-9 

lQl-4 

97-6 

-(•0-9 

1899-1900 

102-9 

98-8 

-(-4-1 

1900-1 

112-8 

110-1 

-(-2-4 

1901-2 

114-4 

107-1 

-(-7-8 


116-1 

111-4 

! 

1908-4 

126-5 

191-0 

-(•4-6 

1904-6 

127«3 1 

! 

121-9 

1 


The reduction of expenditure in the years ] 899-1900 to 1902-3 
was also due to a large saving in military chargee, resulting 
from the withdrawal of Indian troops from South Africa and 
China. 

Owing to the improvement in the finances, it was possible for 
the Government to give hberal remiBsions of taxation. In 1903-4, 
the salt tax was reduced from Rs. 2J to Rs. 2 per mannd, and the 
taxable minimum under income-tax was raised to Rs. 1,000 per 
annum. In this way revenue aanounting to Rs. l-S crores was 
surrendered. In addition, the Government also remitted two crores 
of arrears of land revenue owing to famine, and made large grants 
to the provincial Governments for education, public works, and 
medical aid. In spite of these liberal remissions and grants, there 
were considerable surpluses in those years, and in 1906-6, the salt 
lax was further reduced to Ra. Ij per maund, the famine cesses 
imposed in 1877-8 were remitted, and larger grants were made 
to provincial Governments for education, police and agricultural 
improvements. 

§9, Progress of Public Works, 1886-1901 

Railways 

Although the Poi’liamentary Committee of 1884 recommended 
larger borrowings for public works and the Secretary of State 
raised the limit to Rs. 3^ crores annually, the oonianued fall of 
the rupee exchange and the increased outlay on military equipment 
upset that programme. A tege poportion of the allotment was 
used for the construction of strategic railways on the North-West 
Fiontier. It was also decided in 1884 that the programmes of 
railway expenditure must be drawn up beforehand for a number 
of years. The first triennial programme was for borrowing Rs. SJ 
crores annually. A second programme for the same annual mitlay 
was wwn up in 1889 and to this was added the available Irant 







FINANCE AND PDBLIO 'WOBKS UNDER PADDING EXOHANGB 251 

from the famine insurance fund.* In 1896-G another programme 
was drawn up for 29-66 crores, but it had to be curtailed owing 
to f«.miTiA and the frontier expedition. The programme of 1899-3900 
was for Es. 22-33 crores. This forecast had to be modified, as 
there was a growing need for capital expenditure on open lines. 
An inquiry into the railways was carried out by Mr T. Eobertson 
in 1901-3. 

The following table indicates the financial results up to 1903 : 



Total 

Mileage 

Total 

Outlay 

Gross 

Bamings 

Working 

expenses 

Expenses 
as percentage 
of grosa 
oarainge 

Gain 
or loss 

1861 ... 

1.687 

(croise) 

84 

(lakhs) 

99 

(Iskhs) 

68 

69 

(laldiB) 

1871 ... 


90 

6,69 

3,68 

66 

• ts 

1881 ... 

9,890 

1,41 

14,83 

7,07 

49 

-89 

1891 ... 

17,308 

9,31 

94,04 


47 

-3 

1901 ... 

96,368 

8,89 

83,60 

16,73 

47 

-i-l.lB 


Until 1900, the financial results of Indian railways were rather 
poor. This was partly due to heavy expenditure on strategic lines 
and the slow progress of railway traffic: but we have to remember 
that in the calculation of the net gains were included the 
payment made in the form of terminable annuities to the 
guaranteed companies whose lines were purchased by the Govern- 
ment, and this was not a necessary charge on the income of the 
other railways. In any case, railways became a* very profitable 
asset after 1900 and contributed substantially to the general 
revenues. 

Irrigation WorTcs 

The outlay on irrigation works was even more parsimonious, 
in spite of the excellent financial results obtained from the older 
works. Till 1893, a fixed annual allotment of Es. 65 lakhs was 
made for capital works, but in that year, it was increased to 
Es. 76 lakhs (except in famine yeara), and in 1899-1900 to 85 laMis. 

It was perhaps in the Punjab that the forward irrigation policy 
was most fully pat into effect. The Lower Ohenab Canal, 
wbicb was originally intended as an inundation canal, was 
eventually turned iuto a perennial one and its banks, hitherto a 
waste, were turned into a flourishing colony by 1891 , with large 
towns like Lyallpur and extensive wheat lands laid out in the 
most scientific manner. 

* IFiom 1885-6, a growing share of the famine giant was used for railways 
aader revenue aeeount. Bor the 16 years from 1881^, Es, S-Sl crores ware thus 
used. During the eame ueriod, Es, 0 crores were spent from that grant tor ratlw^a 
ror^s under Bamine Eelief and Tusuranee. Sep Vamine Contmtseten Report (1898), 









252 


FEDEftAtj PINANOB TN INDIA 


A word may be said boro about the financial olasaification o{ 
iiTigation works at the tune under survey. It included all canals 
for iii'igation and navigation and was divided into two main 
classes — ‘major works’ and ‘minor woiks’. Major ivorks includ- 
ed ‘ pi’oductive ’ and ‘ protective ’ works. Most of the major works 
in northern India were river woiks or canals, but in Madras and 
Bombay Deccan, there weie also purely storage works and some 
canals (hke Periyar) with which large storage works were combined. 
The distinction between ‘ productive * and ‘ protective ’ works 
ceased to have any meaning. Some works classed as ‘ productive ’ 
later became a burden on revenue, and othei’s (e.g. Swat River 
Canal) which were first classed as ‘ protective ’ eventually became 
highly remunei stive. ‘ Minor works were not necessarily of small 
importance. Some of them ware of large size and were highly remu- 
nerative. A great many of the minor works weie of pre-British 
origin but improved by the flovernment, and others were con- 
structed piecemeal. The chief difference between these classes of 
works was that the ‘ productive ’ works were financed by loans, 
' protective ’ woiks from the tamme insurance grant and ‘ minor ’ 
works trom current revenue. Up to the total capital outlay 

on all the.se works came to Bs. 4:) crores, and the area imgated was 
about 14 million acies, 'Plie Irrigation Commission of 1902 passed 
in review the whole progi’eas and estimated the financial and other 
results. 

In 1900-1 the areas irrigated in the vanou.s provinces were 
as follows : 


PiWince 

Majoi works 
(prodmlive and 
pioteetive) 

Minor wotks 
for vibicb 
capital nccoontB 
aie kept 

Other 

minor 

■woiks 

fotal 


Acres 

Arree 

Acres 

Acres 

T’tiajab ... 

4fi, 43.^63 

6,09,180 

7,07,635 

69,58,666 

Sind 

9,01,434 

8,83,966 I 





) 

13,97,368 


Bombay 

81,478 

39,933 ) 



Madras 

251,16.871 

6,11,608 

31,78,360 


Bengal 

7,16,371 

... 

98,619 

7,44,890 

Uuitad Piovioces 

18,88,091 

1,13,793 



Hnrma 

... 

• |4 

6,76,936 

6,76,936 


<ff Hw ffliwn XrrigaUon Ommimon (190M), p. 7$. 
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In the following t.ible are given the finiwioidl lesiilts attained 
on the hrajoi- Works during the year 1 900-0 1 ' 


I’lovmce 

Niimhei of 
-noiLb 

Capital 

outlay 

I’picentago 
of net 
revemiB on 
tapilal 
outlay 

Average 

Value of 
crops 

pet acie 

llivomic 

assossod 



(Laklu.) 






a«. 


lib 

Hi, 

I'liBiab 

7 

10,73 0 

10 5 

27,"i 

3 t 

Suifl 

S 

1,70 3 

7-7 

15 6 

1’9 

Bombay 

fl 

1,87 0 

1 2 

77’3 

18 

Aladias 

9 

7,29 0 

B-6 

36 7 

41 

Bengal 

3 

(),1jS8 

08 

34 i 

1’9 

rniteil I’lonmes 

0 

8,77 1 

73 

30-2 

43 

Total ... 

39 

36,63 7 

■a 

816 

34 


' Report 0 / the Irrigation. Cotnmmton (1901-03), vol. I, p. 31. 









CHAPTIE XX 

PROVINCIAL FINANCE, 18813-1904 
§1. The Quinquennial Contracts 

From 1883 down to 1904, tbo financial relations between the 
Government of India and the provincial Governments were 
regulated by five-year ‘contracts’. These contracts were based 
upon certain definite principles. The central Government retained 
in its hands certain administrative services which it was inex- 
pedient to hand over to provincial Governments. It also reserved 
the revenues from these services, supplemented by such shares 
of other public revenues as wei'e adequate to meet the expenditure 
falling on it. To the provincial Govei-nments were handed over 
the remaining administrative services, to be managed with an 
assured income sufficient for the normal expenditure. But this 
income came not m the shape of fixed assignments (as in Mayo's 
system), but as a definite share of tlie revenues which those 
Governments collected. Being a share of revenue, there was 
a chance of its expanding with the increasing needs of 
administration.^ 

The quinquennial revision of contracts was the central feature 
of the whole system. Every five years the revenue and expenditure 
of the various provinces wei-e examined in detail, and the agree- 
ments were revised with a view, mainly, to ensuring to the 
Imperial Government a proper share of any improvement in the 
revenues. Fixed proportions of the various heads of revenue were 
assigned to the provincial Governments on the principle of 
establishing a general equilibrium, and the necessary adjustments 
wei’e effected by additions to, or subtractions from, the normal 
proportion of 25 per cent, of land revenue assigned to the provinces. 

The generous spirit which characterized the provincial contracts 
of 1882-3 was largely modified owing to the adverse financial 
cdrcumatances of the country on the eve of the revision of the 
provincial contracts in 1886-7. The fear of the Russian advance in 
Central Asia increased military expenditure, as mentioned above. 
The war in Burma, and the continued fall in exchange added 
^eatly to the Government’s emban-assmenta. These circumstances 
forced the Government of India to revise the provincial contracts 
in a manner advantageous to itself. It was decided to take a 
laig^er share of the divided revenues for the central treasury. In 
a lengthy digression in the course of his financial statement for 

* Deceatralizaldan CojamiBsiou, WKn\llea rf Bvideinco, vol., 7111, pp. 122-8 fMt 
Sjf, B, (Istev Xiord) Hmtoa'a «v>(t«rcej| i abo vol. I, y, S8. 



I’ltOVINOlAJj MNANCI5, 1883-1904 2ob 

1887-8, Sir Auckland Colvin reminded the provincial Governments 
that tho decentralization measure of 1870 was meant chiefly for 
the relief of the central exchequer at a time of financial stringency. 
A similiar financial stringency had now arisen and a modification 
of the provincial contracts was necessary for the relief of the 
central Government. ‘ The interests of the local Governments in 
matters of finance ai’e second to those of the supreme Government, 
upon which rests the sole re.spon8ibility for the maintenance of 
the financial credit of India. An examination of the provincial 
arrangements of the past showed him that at no time had the 
Government of India contemplated relaxing its control over the 
revenues when the periodical settlements ciime round. 

Accordingly, Colvin enumerated four propositions in connexion 
with the revision of oontraot.s in 188‘i; viz. (1) that the amount 
of the funds assigned to provincial Governments need not exceed, 
or equal, the amount of tlie expenditure assigned at the time when 
the conteaots were made and provincial Governments would be 
expected to provide from their owm resources the difference 
between the assigned revenue and expenditure,* (2) that the growth 
of provincial expenditure during the term of a contract must be 
met from the growth of provincial revenue, except in cases where 
considerable expenditure was undertaken by provincial Govern- 
ments to meet the wishes of the Gova'nment of India and to carry 
into execution projects pressed upon it by that Government; (3) 
that the Imperial Government reswved its claim, at the expiry 
of a term of contract, to such share as the circumstances of the 
time might make necessai*y in the increase of revenues which had 
accrued to the province dui'ing the term of the contract; and (i) 
that the power of enforcing reduction, on the occasion of a new 
contract, of the assignments of revenue made at the previous 
contract, was a condition implied in the system of provincial 
contracts and was uniformly acted on.^ 

Having decided to revise the provincial contracts on the basis 
of the above propositions, the Government of India appointed a 
Finance Committee to inquire into the slate of the fiimnce.s of 
the different provincial Governments. An exhaustive inquiry was 
made by that Committee and suggestions were given for framing 
tho new agreements.® It also drew up the probable revenue and 
expenditure of each province rmder the new contracts. It was 
calculated that the provincial Governments would have a surplus 
of £640,100. The Government of India decided to take over this 
surplus and to add it to its own revenue. 

In 1887 contracts on this basis were entered into with all 
the provinces except Burma and Bengal. The provincial Govern- 
ments were to receive three-fourths of the increase in stamp 

^ Finanwal Stalment 0.887-8), p. U. * Op. rit., pp. 1143. 

• OTie ueinhetB of the Canuuittee were Sir Chiiries BlUot, Sir william Hunter, 
ITnatic? O. and tfustice Cnnsingbam. 
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vevenue and one-i'om'th of LhaL in excise. Tlio cxpeudiiiu'e under 
tlioao heads also was lo be divided in the same proportions. A 
foiiith of the future increase under land revenue was to go to 
Bengal, Madras, Bombay and the North-Westci'n Provinces. In 
this way, the proportion of the land revenue assigned to the different 
provincial Governments continued lo vaiy. While Bombay 
received 60 per cent., Assam 6'2 per cent, and the Central Provinces 
49 per cent., Madras was given only 29 per cent., the North- 
Western Provjnces 25 per cent, and Bengal B2 per cent. Most 
provinces were left with revenues just enough to meet tlioir needs 
ill the time, and it vva.s uuderslood that a similar slicaring would 
be carried out at every revision of the contract. 

Tile following table shows Ihe condition of Ihe pinvinoial 
finances during tlie period of the contract of 1887 : 


rrovint'B 


Annunl aiupIiiBCEi and 

clefiLits 


1887-K 

3888-!) 

1889-90 

3H90-1 

1891-3 

Madras 

Ba. 

-1-1,06,871 

Eb. 

-f 1,13, 903 

Bs. 

41.44,671 

Bs. 

-1,36,730 

Bs. 

-2,41,770 


-31,674 

418,323 

441,361 

-1,23,887 

-68,189 

Bengal 

-1-1,01,007 

-06,793 

41,02,617 



North- VVesteiu I’lovmcei, 
and Ondh ... 

-63,000 
-f 13,148 

446,949 

41,02.710 

-12,644 

-1,899 

Cential Provinces 

423,683 

-12,839 

-31,678 

417,640 

Punjab 

-t-19.446 

483.142 

429,264 

431.307 

-1,719 

Assam 

•f7,751 

420.343 

420.090 

-17,871 

481,185 

Burma 

-t- 77, 038 

411.660 

4 64,072 

41,06,216 

460,698 


In spite of the illiberal chai-acter of the contracts, the financial 
position of the provincial Governments did not grow worse; on 
the other baud, it was the central Government’s finances that fell 
into a worse state owing to exchange difficulties and the Burmese 
War. The Government were therefore forced to raise additional 
taxation. The contrast between the growing prosperity of tho 
provincial Governments and the growing poverty of the central 
Government struck the Secretai 7 of State, and he proposed to the 
Government of India that means must be found for making the • 
provincial Governments share in the financial responsibilities of 
the Bmpire. The Government of India considered for some time 
the feasibility of terminating the contracts of 1887, but did not 
consider it expedient to take such a step, as a great deal of 
opjxisition was expected from tlie provincial Goveruments. Even- 
tually, how'ever, it was decided to levy a conlribution» amounting 
to a total of Bs. 74 lakhs, from all the provincial Governments 
except that of the Punjab.^ When the central finances improved 
in the following year, the provincial Governments, especially 


* financial Statemani 1889>90. 
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Bengal, strongly urged, though in vain, the return of the ‘ enforced 
benevolences 

§2. Revision of Contracts in 1892 and 1896 

The revision of 1892 coincided with another financial stringency 
resulting from the worsening of the rupee exchange, and therefore 
the policy enunciated in 3887 was enforced with vigour on this 
occasion also. The provincial revenues had inci’eased by Es. 2 
crores in the meantime, and it was decided to resume a fourth 
of the amount. The provincial Governments protested, but the 
Government of India pointed out that the only other alternative, 
namely, the imposition of further taxation, was inexpedient, and 
stuck to their guns. That the resumption of provincial revenues 
was not cai'ried out in an equitable mannei’ is clear from the 
following statement which gives the total increase of revenue in 
the diSerent provinces and the amounts resumed. 


Province 

Increase of i avenue in 
1891-2 (revised eslimate) 
compared with the esti- 
mate for the contract of 
1887-8 to 1801-2 

Amount resumed by 
the G-overnmeut of 
India 



Bs. 

Ba. 

Madras 


3,13,200 

1,08,800 

Bombay 

tee 

8,99,200 

1,81,100 

Bengal 

• •• 

6,17,700 

61,900 

N.-w. Provinces and Oudb 

»•* 

63,300 

66,000 

Punjab 


1,95,400 

41,000 

Oeutral Provinces ... 


1,19,200 

22,700 

Assam 

• •• 

99,800 

»«• 

Lower Burma 


8,84,900 

68,900 


It wdl be seen from the above that while Bengal, which 
had an increase of over Es. 5 laklis, contributed only Es. 61,900, 
Madras with an increase of 3 lakhs had to contribute one 
lakh. 

The collapse of the rupee in 1892 dislocated the central finances 
once again and the Government called upon the provinces to make 
contributions for relieving the central exchequer. There was again 
the usual protest, followed by the usual reply that fresh taxation 
was inexpedient.* A total contribution of Es. 40J lakhs was 
received, but as the finances soon showed an improvement, the 
Government of India was able to repay it. 

The flnanoiar ti'ansaotionB of the period proved unfavonrable to 

* JjegUUtive Council Proceedings-, 1890. 

* Finaneiol SteAei/nmt, 1894-6. 
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the provincial Glovermaenls and the state of their finances gave 
cause for increased anxiety. 




Annual surpluses oi 

deficits 



1892-a ■ 

1893-4 

1804-6 

1895-0 

1896-7 

MardiaB 

-1,69,081 

-f 38,686 

-692,828 

-641,118 


Bombay 

-33,888 




-2,21,119 

Bengal 

N.-W. Provinces and 

-9,836 

-f 36,887 

-61,69,790 

-61,49,808 

-1,86,658 

Oudh 

-16,762 

-25,166 

-1,66,087 

-1,39,798 

-1,84,740 

Punjab 


-22,699 

-24,811^ 

-7,166 

-64,073 

Central Provinces 

-21,798 

4-9,336 




-37,408 

Assam 

-f 28, 632 

-27,422 

-680,507 

-26,421 

Burma 

-l-66,6d2 

-90,683 

-2,72,319 

-62,26,605 

-6780 


The terrible famine of 1896 reduced the revenue and increased 
the expenditure of all the provinces. The Governments of the 
North-Western Provinces and the Centi'al Provinces vpere brought 
to the vei’ge of bankraptcy and tins necessitated large contributions 
from the Government of India. 

When the contracts were revised in 1897, uxigatiou was pro- 
vincialized in Madras, Bengal and the North-Western Provinces. 
The Governments of Burma, the Central Provinces and the Punjab 
were leniently dealt with, on account of the heavy burdens thrown 
on them by the famine. The central exchequer secured no 
financial benefit from the transaction. 

§3. Gritioism of the Provincial Gontracls 

By this time, the whole system of provincial contracts had 
become unpopular, not only with the pro^ 5 incial Governments which 
openly criticized tihe greed of the central exchequer, but also with 
public bodies and leaders of public opinion in the country, who 
for the first time took an active part in a financial controversy. 

The Government of India defended the system on various 
grounds. In strict constitutional law, the whole revenue of India 
was administered by the central Government and the recently 
instituted system of decentralized finance was an arrangement 
primarily for the convenience and advantage of that Government. 
The bulk of Indian revenue was spent directly by the Governmeut 
of India. If there was an increase in revenue, it must first benefit 
the taxpayer by remissions as well as by strengthening the central 
exchequer against ciises. Purther the settlement of a permanent 
contract, according to Sir James Westland, 'involves a* dip into 
futurity, unwarranted by the long financial experience of the 
Government of India,’ Indian finance was Mable to be endangered 
by famine, war, fall of exchange, failure of opium trade and a 
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good many other calamities and coutingoncies, and all this had 
to be met primarily by the central Govei-nment. Nor did its 
responsibihty end with the transler of revenues to the provinces. 
The Government of India was ultimately responsible lor the 
solvency of all the provincial Governments. Whenever disastrous 
lamine broke out in any province, the central Government was 
bound to help from its resom'ces. All these involved a heavy 
financial responsibility, which could not be properly exercised 
without the reservation ol some power in its liands lor revising 
settlements from time to time. 

These reasons, howevoi', did not satisfy the provincial Govern- 
ments. They repeatedly told the central Government that the 
conditions imposed were unfair to them. They pointed out that 
while the revenues of the country weie expandmg, their own 
treasuries did not get an adequate shai’e ol the increase for purposes 
of local improvements. If they made economies and fostered 
the revenues, much of the resultmg advantage was reaped by 
the central Government. There could be no certainty in admim- 
stetion so long as such a system prevailed. ‘ At eveiy revision 
said the witty Lieutenant-Governor of Bengal (Sir Alexander' 
Mackenzie), ‘ the provincial sheep was summarily thrown on its 
back close-clipped and shorn of its wool, and tinned out to shiver 
till the fleece grew again. 

Human nature being what it is, it is too much to expect 
people to economize, so long as the fruits of that economy went 
to somebody else. This principle was seen best at work m 
the system of quinquennial revisions. At first, having little surplus 
funds in their hands, provincial Governments would try to 
economize, and later on when the revenue increased they would 
be tempted to incur fresh expenditure. In the last year of the 
contract they would try to spend all they could, because resumption 
of balances was sure to take place at the revision. Sir Alexander 
Mackenzie effectively® summarized the noi’mal history of these 
contracts as consistuig of ‘ two years of screwing and saving, 
and postponement of works; two years of resumed energy on a 
normal scale; and one year of dissipation of balances ’. Besides, 
the revisions had an unsettling effect, and gave rise to much 
bickering and heartburning,® They broke the continuity of pro- 
vincial administration, which was specially injurious in the matter 
of public works. Every revision had a disturbing and dislocating 
effect, especially on the important department of public works, 
where continuity is moat needed. They also demoralized the 
provincial Governments. As the Governor of Madras* (Sir Arthur 

* Minanml StaUmerA for 1896-7. * ibid. 

* ^or an open expresaloii of tibese feelings, see fftnanoial StatsnMt for 1897-8, 
pp, 98-179. 

* riisoaseion on Madras budget, 1896, quotOd in SxpendUwe Ootnmusim Report, 
vol. m, p. 287. 
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Havelock) said : ‘ when we are in wealth we try to hide our money 
and spend ib recklessly lest the supreme Government should lay 
hands on it. When we are poor we try to give undue emphasis to 
oni* poverty.’ It was equally demoralizing to the Government of 
India, because they were relieved of the consequences of their 
extravagance. 

Not only did the system embaiTass the provincial Governments; 
it also put ofE urgently needed improvements. Sir David Barbour, 
giving evidence before the Indian Expenditure Commission, said : 

' T would rather see the central Government embarrassed than 
the provincial Governments starved.’ 

Purther, the apportionment of revenues between the several 
provinces was unfan and unequal. Some provinces were shorn 
more closely than others. In those days, Madras and the North- 
Western Provinces bore the main brunt of imperial taxation.^ 
This was due to the stereotyping of the inequalities that already 
existed before 1870. 

Nor was the above merely the official view of those provinces. 
Public opinion keenly felt the injustice done to the provincial 
GovernmentB. Although in the eyes of the people of India, both 
the central and piovmoial Governments were one and the same, 
they nevertheless were in n special manner interested in the 
prosperity of provincial finances, because while the central Govern- 
ment spent then large income mostly on subjects which concerned 
them only indirectly and remotely, the provincial Governments 
were spending money for purposes which directly and immediately 
contributed to the people’s welfare; and naturally these Governments 
appealed more to their sympathy.* The Indian National Congress 
at its Calcutta session in 1886 passed a resolution disapproving of 
the system of provincial contracts and urging that the provinces 
should be granted larger financial responsibility. When the Eoyal 
Commission on Indian Expenditure'* was appointed in 1896, the 
various public bodies in Madras, Bombay and Bengal sent repre- 
sentations inter alia against the system of provincial finance then 
obtaining. Dadhabai Naoroji^, M.P., was a member of the Oom- 
miasioft and four prominent Indians gave evidence before it, viz. 
G, K. Qokliale, S. N. Banerjea, G. Subrahmauya Iyer, and D. B. 
Wacha representing, respectively, the Deccan Sahha of Poona, 
the Indian Association of Bengal, the Madras Mahajana Sabha 
und the Bombay Presidency Association. Their evidence carried 
much weight, especially in the matter of provincial finance. Mr 
Sayani (Bombay; and Mr Ananda Charlii (Madras) supported this 
view in the Imperial Legislative Council. 


* This was especially pointed out by Mr Gokhale, altbougb be repreaented 
Bombay, a province that gamed by this policgr. See Indian Mtependibure, 

giott Report, Tol, m, p. 317. 

* Goaha^ ibid., p. 316; see also p. 369. 

* lie preaideut was Lord Welby; hence usually called ‘ Welby Oommission 
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The remedy favoured by the Indian leaders and provincial 
Governments was a clean division between central and provincial 
revenues on the basis of a suggestion put forward by the four 
members of the ]?inance Committee of 1887. What they sug- 
gested would have practically amounted to the system adopted in 
1919. They would divide all the revenues between the imperial 
and provincial Governments snd do away with the divided heads. 
The excess of imperial expenditure over imperial income should 
be met by provincial contributions. This must be the first charge 
on provincial revenues. The provincial surplus should beUhe fund 
from which in the first place imperial necessities should be met 
before any increase could take place in provincial expehditure. 

The above recommendations were adopted by Sir William Wed- 
derbum and Dadhabai Naoroji in the minority report of the 
Indian Expenditure Commission. They claimed that it would 
place Indian finance.s on a sound basis and bring it into line with 
ihe federal systems, and that it would remove the irritation between 
the central Government and the provinces, and enable provincial 
Governments to carry out progressive improvements in their 
internal administration. It was also claimed that this would be 
a ‘ logical development ’ of the financial decentralization already 
effected. However, this scheme had to wait for 20 years before 
it could materialize. 

§4. Improvement of Financial Relations, 1898-1903 

The periodical resumptions of provincial balances to the central 
treasury was not due to any inordinate greed on the part of the 
Government of India, but was due to the financial embarrassments 
to which that Goverament was frequently liable on account of 
the fall of exchange, the unsteadiness of opium revenue and other 
causes. In 3893, the currency was placed on a stable basis, and 
consequently the central Government had more leisure to consider 
the evils of the quinquennial contracts. The Government of 
India, almost as much as the provincial Governments, recognized 
the need for greater certainty and stability in their financial 
arrangements with the provinces.* But the recurring financial 
stringency of the central Government prevented this from being 
carried out. From 1898, thanks to the stabilized rapee and the 
growing demand for opium in China, the finances of the central 
Government greatly improved, and year after year the budget 
showed heavy surpluses. This enabled the Government of India 
to make Uberal remissions of land revenue, to abolish the pandhan 
tax, and to reduce the paitoari rate in Ajmer. In spite of such 
liberal remissions, the Government of India was able to make 

* The defects are openly admitted ty Gbvemmeni in the Jfimneial Stat emmi 
for 1904-6, p. 66. See also Dec^ntraKjftftioTV Ooiwtlismon Beport, vol, 1; vol, VfU, 
p. 1,2», 
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generous grants to the provinces for education, public works, police 
reform and otW purposes. These grants supplemented the pro- 
vincial resources and enabled the provincial Governments to 
balance their budgets. The amount and distribution of these 
grants may be seen from the following table : 
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A revision of the provincial contracts became due in 1902, but 
owing to the prevalence of abnormal conditions, the revision was 
put off, ezcept in the case of Burma and the Punjab. ‘ The 
settlement with Bm-ma had turned out unduly favourable to that 
province, and accordingly, in the contract of 1902, the provincial 
share of the land revenue was reduced from two-thirds to one- 
half and that of excise from one-half to one-third, and a few minor 
heads were added to the provindal revenue. The modification of 
the settlement with the Punjab was rendered necessary by the 
changes in territorial limits owing to the formation of the North- 
West Frontier Province in 1902. 

§B. Quasi-Permanent Gontraefs, 1904-5 

The evils of quinquennial revisbns were admitted, and the 
revenues of the central Government having improved, the Govem- 
mont of India in 1904 entered into contracts on a more stable basis 
than before. Henceforward, contracts were to remain unaltered, 
' except in case of grave imperial necessity or when the variations 
from the initial relative standards of revenue and expenditure have 
over a substantial term of years been so great as to result in 
unfairness either to the province itsolf or to the Government of 
India However, the central Government would not surrender 
its ultimate right to revise the terms; nor could they surrender that 
tight, so long as they, and not the provinciEil Governments, were 
resjwnsible to the British Parliament for Indian financial aiininis- 
tration. The share of revenues assigned to ihe province was 
slightly lowered, but it was fixed as a definite fractipn of the 


‘ Pinaneial gtetmenf for lOOSJ-S, pars. 83-8. 
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PEOVINOIAL PTNANOE, 1R83-1904 

aggregate revenues. The principle underlying this division of 
revenues was that the share assigned to each province separately 
and all the provinces collectively should bear approximately the 
same ratio to the provincial expenditure as the imperial share of 
growing revenues bore to imperial expenditure. It was found 
by calculation that the central Grovemment’s expenditure was 
about three-fourths of the whole expenditure of India and therefore 
the revenue division was effected on that basis. However, all the 
provinces were not to have a uniform share of revenues. Progres- 
sive and well-developed provinces were to have a smaller fraction 
of the revenues while backward and ill-developed ones were to 
be given a greater share. Thus Madras, Bengal, Bombay and 
the North-Western Provinces (from 1902 called the United Pro- 
vinces or U.P.) were to have only a fourth of their revenue for 
provincial expenditure, while Bengal and Burma kept three-eighths 
and Assam and the Central Provinces one-half. On the aggregate, 
the central Government thus kept three-fourths of the whole 
revenue of India in their hands. 

Thus the Government of India relaxed a definle part of its 
control, although they did not become the ‘ pensioner of the pro- 
vinces.’ The provincial Governments administered all their 
revenues as their own and handed over the appointed share to 
the central Government. This share was practically in the nature 
of a contribution to the central treasury and was so regarded by 
the Government of India. ^ In strict constitutional law, the 
Government of India were still the unchallenged owners of all the 
revenues but this de jure position practically lost its sting by the 
reform of 1904. However, the new system was only initiated 
in 1904; the process had to wait for its completion till 1919, when 
a clean separation was made between central and provincial 
revenues. 

The division of the revenues into imperial, provincial and 
divided still remained; nor was there much difference in the items 
so classified; however, the ' divided heads ’ came to be more pro- 
vincialized, and the provincial Governments assumed responsibility 
in regard to all those heads of revenue actually administered by 
them. The central Government kept in its hands the control of 
all those revenues, the locale of which was no guide to their 
incidence, and others which accrued from the commercial or indus- 
trial enterprise of the Government. Thus, it received the whole 
of the revenue accruing from opium, salt, customs, mint, railways, 
posts and telegraphs and tributes freon Indian States, while the 
provincial Governments took all receipts from legislation and from 
the spending departments whidi they managed, such as police, 
education, law and I'nstice and medical services. Bdeeipt^ from 
minor irrigation works and from civil works other than imperial 


^ tflt txanple, Leitsr to Seoreiary of $toU, 9? Noyemlw I91Q, 
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buildioga went wholly to the pi’ovincea, while those Irom the larger 
works were generally shared. 

Land-revenue, excise, stamps, income-tax and forests were 
divided heads in all the provinces but the division was effected 
in different proportions in the different provinces. Bombay, for 
instance, received one-half of the revenue under the heads of laud- 
revenue, excise, income-tax, forests and stamps, whilst Madras 
and the United Provinces received only one-fourth of the revenue 
under the first four heads and one-half of the stamp revenue. 
Other provinces received the whole of the land revenue, on the 
ground that they were undeveloped. The following standard shares 
of revenue and expenditure were fixed in regard to divided heads 
as a whole : 

Imperial Provincial 

Bengal, U.P., Bombay and Madras ... f J 

Punjab and Burma ... ... | f 

Assam and C.P. ... ... J J 

Generally speaking, expenditure went according as the item 
was imperial or provincial. The exiienditure on all divided heads 
except land revenue was also borne in the same proportion as 
the revenue; but the expenditure on land revenue administration 
was to be met wholly by the provincial Governments. On them 
also fell wholly the charges for such scientific and minor 'depart- 
ments as they administered and the political charges in connexion 
with the Indian States under their control. 

There was thus a heavy burden of expenditure on the provincial 
treasury, and it was generally in excess of the assigned revenues. 
This difference was to be made up as before by a fixed assignment 
from the land-revenue. Purther, with a view to maintaining them 
before the revenues came in, the provinces were given considerable 
initial lump grants to start with. Subsequently, when the central 
revenues improved, special grants were given, ear-marked for certain 
services like police reform, educational development and agri- 
cultural improvement. These special grants, or “doles’ as they 
came to be called in derision, became too frequent and had de- 
moralizing effects upon provincial finance. It was one of the evils 
complained of by the Government of Indie, and the Decentraliza- 
tion Commission made shiggestions to remedy this. 

The new system of provincial finance thus set np had beneficial 
results. Us principal object was to give the local Goveminents a 
more independent position and a more aubstantial and enduring 
interest in the management of their resources than had previously 
been possible. And certainly this object was to a great extent 
fnlfiUed by the changes initiated. * Local Governmentel conld 
count on continuity of financial policy and were able to reap the 
benefit of their own economies without being hurried into ill-con- 
sidered proposals in order to raise the apparent 'stapdsrd of 
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expend] It also gave relief to the central Government, in- 
asmuch as it avoided their usual quinquennial controversies with 
the provincial Govomineuts and smoothed their relations with 
them. On the whole it was a great advance on the old system, but 
there still remained certain causes for complaint, as we shall see 
in the sequel. 

Soon after the uew system was adopted, some beneficial changes 
were also introduced in the method of sharing the expenditure lor 
famine relief. Hitherto the liability for famine relief was pri- 
marily provincial, and the Government of India was not bound to 
help until the pi-ovincial resources were exhausted. In 1907, a 
new system of famine insurance was devised by which the pro- 
vincial Governments were greatly relieved. The Government of 
Trillin, were to place to the ci’edit of each province exposed to 
famine a specific amount calculated roughly with reference to its 
estimated famine liabilities; and when famine actually broke out, 
the provincial Governments could straightway utilme those re- 
sources. Whatever sum was required over and above such resources 
was to be divided equally between the two Governments and 
not wholly debited to the provincial Governments as before. Again 
the central treasury would come to help even before the provincial 
balances came down to the prescribed minimum. Subsequently 
the Government of India also guaranteed in the case of certain 
provinces specially liable to famine that their receipts from land 
revenue should not fall below a fixed minimmn. 

Bisk of famine has been the greatest danger to the stability of 
provincial settlements. Famine crippled land revenue collections 
and upset all calculations of income and expenditure. It was 
necessary to make some radical arrangement to remedy this. 
Such was the intention of the further step taken in 1917 by which 
famine relief expenditure was made a divided head. The outlay 
was to be home by the provincial and the central Governments 
in the proportion of throe to one, which coincided approximately 
with the actual incidence under the previous ^stem. The new 
policy simplified financial administration and on the whole was a 
great improvement on the old arrangements. 


Joint flapoit (1918), p. 71. 
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PKOGEESS OF DECENTRALIZATION 
§L Constitutional Position 

ALTHOtroH in 1870, the Government of India transferred certain 
charges, and subsequently certain revenues, to the provincial 
Governments, the constitutional position of these Governments 
underwent little change from 1833 to 1919. This is clear from the 
fact that the Government of India Act (1915) repeats in Section 
45 (i) almost the same words as in the Act of 1883. ‘ Every local 
Government ’ , so runs the clause, ‘ shall obey the orders of the 
Goveimor-General in Council and keep him constantly and dili- 
gently informed of its proceedings and of all mattOTS which ought 
m its opinion to be reported to him or as to which ho requires 
information and is under his superintendence, direction and control 
in all matters relating to the government of its province,’^ It is 
tme that the ordinary internal administration of the provinces was 
carried on by the provincial Governments, bnt over the whole of 
it the Government of India exerted an effective control. General 
administration covered a wide field, and the extent of control 
varied according to the nature of the subject. As the Imperial 
Gazetteer puts it, the Goveniment of India ‘ lays down lines of 
general policy and tests their application from the administration 
reports which are as a rule submitted to it by the local Govern- 
ments ’.® Even in regard to departments which were legitimately 
provincial — agriculture, education, forests, irrigation, etc. — ^the 
central Government exercised control in a variety of ways. The 
Ohairman of the Royal Commission on Decentralization asked 
Herbert Risley (Home Secretary to the Government of India) what 
exactly he meant by saying that the Government of India ' con- 
trolled * archceology, intenaal politics and education; and Risley 
replied : ' It is open to the Government of India to intervene and 
pass orders on any question whatsoever, whether it falls -mthin the 
statutory powers of a local Government or not.” 

In 1902, Professor Reirseh, in his book on Colonial Government, 
stated that the Indian Empire was a vast federal state. That 
this was far fmm being the fact ie clear, and no one who under- 
stood the legal position of the Indian provinces in 1902 would haye 
made such an erroneous statement. The Government of India had 
full control over the activities of the provincial Governments, In 
fact the central Government was empowered ' by notification to 

> 6 and 6 ©eorte V, o. KL. » Vol. IV, p. 11 . 

• Coipnussion Froceedings, toI. X, p. 168, 
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declare, appoint or alter the boTindaries of any of the provinces ' 
(Section 00), Such a power is obviously the very negation of the 
federal principle. 

However, in administrative practice, some rough division of 
functions gradually arose between the central and provincial 
Governments. There were certain functions like defence and 
foreign relations which it was inexpedient to hand over to the 
provinces or even to share with them. There were others like 
currency and tariffs, in which uniform arrangements were con- 
venient to the whole country, although their provincialization would 
not have imperilled the safety of the State in any way. But 
excludiug these two groups of functions, there lay a wide field 
which the provinces, and only the provinces, could properly ad- 
minister; and of this category were the chief departments of 
internal administration. We have to note here that this division 
was not based on any statute : it simply evolved by convention to 
suit the convenience of the parties concerned. 

Thus the Government of India kept in their hands the entire 
defence of the country, which included the discipline and upkeep 
of the military establiahmanta, the maintenance of diplomatic 
relations, and other matters which were connected with defence 
and which were legitimately within the sphere of the central 
Government. Of this category were also the public debt 
and the political relations with the principal feudatory stales 
of India. In the interests of uniformity, accounts and audit- 
ing, tariffs, currency and the exchanges, posts and telegraphs, 
protective railways and irrigation works and temtorial and poli- 
tical pensions came under the direct charge of the Government 
of India. 

Ordinary internal administration was left to the provincial 
Governments. This covered a very extensive field, and comprised 
six general heads (corresponding to the supervising department of 
the central Government)^ namely Home, Eevenue, Political, 
Finance, Commerce, and Education. Under the first bead were 
included the Indian Civil Service, Law and Justice, and questions 
of general policy. In the second category came land-revenue, 
surveys, forests, excise, agriculture, veterinary, meteorology, 
famine relief, public works, and irrigation. The provincial 
Gevemments looked after the smaller of the Indian States, although 
they were also under the general supervision of the Political 
department of the central Government. Under provincial manage- 
ment were also the various financial heads such as the pay, leave 
and pensions of services, opium, stamps, income-tax, and com- 
mercial subjects like export and import trade, factories, exhibitions, 
explosives, migration, fisheries, salt and excise. Further, the 
provinces had charge of education, local self^overnment, 
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tonitation, and similar subjeoLs of local concern, and Lhey also 
managed their own legislative councils. 

Indeed in theory, the control of the Government of India 
consisted in laying down the general policy and watching its 
application, but such watching involved a continuous supervision 
of provincial activities, and that meant control. There were 
various checks on the powers of the provincial Governments; the 
most important of them were financial. Next came the legislative 
checks and administrative contrivances designed for ensnring a 
certain amount of uniformity throughout the country. 


§2. Financial Potoers of the Provinces 

By 1905, the provinces had secured substantial powers in 
finance. Various sources of revenue were handed over to their 
management, and the sums realized by them amounted to one- 
fourth of the whole revenue of India. Some of the revenue heads 
thus handed over were elastic and likely to expand with the needs 
of administration. The suiplnses were no longer to be resumed 
by the central Government, and, therefore, the provinces could 
count on a reasonable continuity of policy. Thus the provincial 
Governments gained a more independent position and came to 
have a more substantial and enduring interest in the management 
of their resources. Many of the older administrators thought that 
all the decentralization that was safe and necessary had been carried 
out. Even before the quasi-permanent settlement was made, Sir 
John Strachey wrote that ‘ the provincial Governments had been 
freed from vexatious interference wliich weakened their authority 
and e£S.oiency 

In actual practice, however, the decentralization effected so far 
gave little real power to the provincial Governments. The 
principal means whereby the central Government kept its control 
over provincial finances was by the stringent budget rules. Not 
only did the budgets of the provincial Governments require the 
sanction of the Government of India, but they were also liable 
to be modified; further, every new appointment of importance and 
every large addition to even minor establishments required the 
specific sanction of the Government of India, with the result that 
no new depaf turo in administration could ha undertaken without 
its previous sanction. Provincial Governments were not to create 
any new appointment carrying a pay of more than Bs. 260 a 
montlr, nor add to the pay and allowance of an officer already 
entertained if these exceeded Rs. 260 a month.® Nor were they 
to abolish or reduce the emoluments of officers receiving salaries 
higher than Bs. 260. They were not to increase their permanent 
establishments involving additional expenditure of more than 

* India (1898), p. 68. * OJvil Account (We, Articles 988 sp4 76 (i). ' 
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Ra. 26,000 a yoav, even though the scheme might not contain 
any appointment, of sufficient magnitude to i'ei)uu'e specific 
sanction.^ The provincial (toveniraents were expected to confine 
themselves to the carrying on of the .services particularly entrusted 
to them and not to spend public money for anything outside the 
category of objects approved by the Government of India.® 

The budget control mentioned above was not merely a general 
supervision; it involved detailed interference. The provincial 
budgets were, in those days, incorporated in the budget of the 
Government of India and were often modified by the central 
JPinance Department. A minute examination of the various works, 
especially those under civil public works, was made by the central 
Government.® Further, there were certain standing orders restrict- 
ing provincial freedom. A provincial Government was not allowed 
to exhaust its balance in the uuperial treasui’y. Until 1887, 
however, provinces had fuller freedom in this matter. Provincial 
Governments were also forbidden to budget for a deficit; that 
is, they were allowed to spend only the funds covered by the 
em’rent revenue. Beapproprialion was only allowed within cei’tain 
lunits; for instance, some part of the money granted for one 
major head, say police, might be used for education. Even 
in Great Britain such transfer of funds from one head to auothei' 
needed a supplementary vote of the House of Commons. Of 
course, this freedom of the provincial Governments was subject to 
the ‘implied engagement to keep all the departments of the 
province in full efficiency 

The provinces were also dependent upon the Government of 
India for account and auditing. They had no separate Finance 
departments. Their accounts were kept for them by the civil 
accounts staff responsible to the imperial Finance Department, 
and by the account officers under the Public Works Department 
of the central Government. The accounts were then audited by 
the imperial Audit Staff and there was no review of the results by 
a Public Accounts Committee of the Legislature. In each major 
province there was an Accountant-General who was departmentally 
subordinate to the Comptroller and Auditor-General at Calcutta. 
Deputy Auditors-General were perbdically sent round by him to 
inspect the provincial offices and accounts. The Public Works 
Department also sent round its Accountant-General although less 
frequently. The Acoountants-General stationed in the various pro- 
vinces had wide powers of bringing to notice all cases in which 
provincial powers had been exceeded and of requiring tMt such 
expenditure should be disallowed if it had not been sanctioned by 
the proper authority. All these p’ovisions were perhaps necessary 

> O.A.d„ Article 277 (4). ’ Eeaolntiott of 1877, Buie 4 (8) and Buie 11. 

* DteentraUzatidn Commission Rsport, p. 4. 

* Dispatch of the Secretary of State to the Government of Madras, la Defiem- 
her 18747 
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to ensure financial secmityj especially in a country where the 
people did not control the G-overnment. 

Two voluminous codes were in existence to guide the financial 
proceedings of the various governments. The main provisions ot 
the Civil Account Code were laid down by the two special com- 
missioners deputed from England in 1864 lor suggesting improve- 
ments in the financial machinery of India, but subsequently they 
were greatly enlarged, and by 1906 the Civil Account Code com- 
prised two volumes covering (with appendices) 760 pages. It was 
divided into 80 chapters comprismg about 1700 sections. The Civil 
Service Begulations was a smaller volume of 300 pages, excluding 
the appendices. It dealt with the pay and allowances, leave rules, 
pensions and travelling allowances of the vaiious sections of the 
civil services of India. 

Both these codes laid down detailed instructions; they involved 
meticulous interference with the details of provincial administra- 
tion, and necessitated endless correspondence. The vouchers and 
coonteraiguatures required by the Civil Account Coda wei’e in- 
numerable and made the routme work in the offices too heavy 
for ordinary human beings. But in defence of the system, it must 
be pointed out that such miunle regulations were necessary for the 
guidance of the scattered army of subordinate officials throughout 
the Bub'Contiiient, and embodied the practical experience of many 
generations. Eulings had been made on a variety of questions 
which had come up before the Govei’nmeiit of India and these 
became the ‘ common law ’ of administrative practice. In their 
absence, there would have arisen undeskable divergences between 
province and province; and in regard to conditions of service, a 
competition between the various provincial Governments would 
have been ruinous. For instance, if there were differences between 
province and province in such matters as travelling allowances and 
house allowances, it would cause annoyance and heart-burnings.^ 
Moreover a Government functioning over such a vast country, and 
not controlled by the people or their representatives, must work 
under elaborate rules and with many checks and balances, 

§3. Control over Taxation and Borrotoing 

The central Government jealously guarded their power of con- 
trolling all taxation throughout India. Of com-se, the provincial 
Governments which had tlieir own legislative councils could raise 
taxes by legidation, but that power was to be exercised with the 
previous sanction of the Governor-General; and according to the 
practice established in 1874, the sanction of the Secretary of State 
was also necessary.® Such sanction was not given unless tiie 

‘ Decentralkatim Commistion, vol. X, p. 165. 

* Tbft jSoyeraiOBal, of India Act (1916), Section 79 (8) (a). Accarding to ttio 
Act, provincial legislaturoa required tte csatral Qovei'nmetat’e previous ^auction 



iniOOHlLSS DlSOBN'l'UALlZA'nON g'j'i 

central Government were convinced that the power sought would 
not trench on the central revenues; and as this was not easy to 
prove in regard to any new proposal /or taxation, the result was 
that the provincial Governments seldom exercised the power. As 
the Joint Eeport (1918) puts it, ‘ this was a natural corollary of the 
statutory hypothecation of all Indian revenues to all-India needs 
‘If’, the same report adds, ‘many buckets are dipping into one 
well, and drought cuts short the supply of water', obviously the chief 
proprietor of the well must take it upon himself to regulate the 
drawings.’ The Decentralization Commission justified this policy 
on the ground that the pravincial Governments had not got ‘ a 
sufficiently separate fiscal sphere to render such pohey desirable ’ , 
and that they lacked ‘ that responsibility to tax-payers which 
acts as a check upon increased taxation in other countries.’® 

Howevei', the provincial Governmonts had a lai’ge freedom in 
the administration of the existmg taxes. The collection of all 
revenues was done by them. The admimstration of land revenue 
comprised a good many functions like revenue surveys and 
settlemeuta, jamabandi, rent and revenue legislation, government 
land sales, mining concessions, and even agricultiu’al indebtedness 
and famine relief. In these matters, conditions varied from 
province to province, and any minute control by the central 
Government was out of the question. Each province had its own 
land revenue code and separate Acts under which that revenue 
was assessed, and the central Government did little more than 
lay down the general policy and watch its application. In 1876, 
the Government of India in a Dispatch to the Secretaay of State 
expressly denied the necessity for interfering in the details of 
revenue settlements, and wanted to have only control of the general 
principles. 

Erom 1880, however, there had been a growing tendency 
towards central control in regard to all land revenue matters. The 
settlement opei'ations of the temporarily settled lands were carried 
on by civilian officers under the supervision of the provincial 
Governments, but the central Government laid down general 
principles in regard to important questions and enforced them 
accorcQng to the degree in which such questions affected the general 
well-being of the agricultural population and the financial stability 
of the country. It is true that the Governments of Madras and 
Bombay were given a freer hand than other provinces in regaa'd 
to revenue settlements, although even in regard to them, there 
occasionally arose cases which necessitated interference,® but in 

te cotiaider ‘ any law akeoting Uia public debt of India or the oustojna duties 
or any other tax or duty for Ins time being in force and imposed by the authority 
of the Qovemar-General in Council for the geneuil purposes of the Government of 
India'. See also chapters yi and viii of this booh. 
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other pro'viufces, the general principles of assessment had to be 
approved by the central (iovernment, and no settlement was to 
be undertaken without its previous sanction. The settlements had 
also to be confirmed by it in most of the pj’ovinces. The central 
(government kept itsell in touch with provincial revenue matters 
by means of ‘ Calendars ’ of revenue settlements, annually sub- 
mitted by the provinces, detailing the teiins of the cm’rent district 
settlements, the dates on wluch they would expire, the amount 
of the revenue demand and so forth. This served as a convenient 
handle lor intervention in provincial land administration. 

Tenancy legislation might be initiated by the provincial 
Governments, but proposals for such legislation were to be carefully 
examined and levicwed by the Government of India; and this was 
but proper in the circumstances of the time. 

The lands owned by the Government (handed down by the 
East India Company)* were for a time jealously guarded by the 
Secretary of State, who insisted that his previous sanction must be 
obtained before ahenating such lands but tliis practice ceased 
subsequently except in the case of large ahenatioiis. The provin- 
cial Government in whose jurisdiction the land lay had the right to 
part with proprietory rights subject to payment of the ordinary 
land revenue assessmeiil, but the central Government’s sanction 
was required for the alienation of revenue-free land except in Nazul 
areas,® where the trouble of collecting revenue was disproportionate 
to the amount involved, and in the permanently settled areas of 
Bengal, where occasionally petty properties came into the hands of 
the Government.* These rules related to the ahenation of land for 
industi'ial or other purposes of public utility like colonization, but 
gi’ant of laud for private purposes was laid under restrictions. 
The provincial Government’s right to grant mining leases was 
also strictly limited by the orders of the Secretary of State.® 

The provincial Governments had also considerable freedom in 
regard to excise on country liquor and on drugs, except where the 
interests of two or more jirovinces came into collision. 

L’rovinces were prohibited from boiTowing funds in the open 
market. If a province required a loan, the central Government 
lent the amount and the province had only to pay the interest. 
Sterling loans were raised in England by the Secretary of State 
and the rupee loans in India also requii-ed his sanction. There 
was indeed .some justification for tliis restriction. As the Montagu, 
Gliehnsford Report iiuts it : ‘It was considei'ed advisable to 
control the total borrowings of India by one agency, if rates were 
not to be forced up and the market dislocated and a-edit possibly 
injured by indiscreet ventures.® But this power gave the central 

’ 31 & 22 Vict.i c. IOC. “ Dispatch, 9 July 1862. 

• Bscheated properly, 

* Bevenue and Agriculture Proceedings, October 1897, Nw. 1-6, and Juno 1908, 
Boa. 9.10. 
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authority ‘ a powerful lever for insialing upon provincial aolvency 
and for continually interfei'ing in detail for that purpose Such 
control was extended even to the Ih'ovincial Loan Account, from 
which the province gave loans to agriculturists and to estates 
under the Court of Wards. 

§4. Public Works Control 

In 1863, the Public Works Department of the Government of 
India was ‘ a monster of centralization ’ according to Trevelyan, 
and the vexatious interference that it caused has already been 
described. But Irom 1871 the provincial sphere in public works 
widened and central contiol was relaxed in many du’ections. As 
the Decentralization Commissioners pointed out, ‘ when such 
works were of small account amd insignificant sums were spent 
on them, it was inevitable that the small provincial staffs should 
often lack the technical and administrative qualities necessary for 
high efficiency, and in such circumstances, close supervision and 
control by the Government of India was natm’ally advisable 
Lord Mayo in 1870 increased the power’s of provincial Governments 
in regard to public works, and in 1878, the maintenance of produc- 
tive public works was made a provincial charge (See Chapter XV), 

Prom that time provincial responsibility in regard to public 
works became considerably enlarged. Several works were carried 
out with funds raised by provincial taxation, and in the case of 
such works the Government of India did not interfere except 
when the cost exceeded Es. 10 lakhs.” In regard to works carried 
out on behalf of the central Government, that Government kept 
to itself the authority to distribute the available grants as a whole, 
and to control the pay of the more important appointments and the 
organization of the larger establislimcnts. ‘ In other words, the 
actual construction and maintenance of roads, buildings and 
irrigation w'orks devolved ou the provincial Governments; but the 
Government of India allocated funds for such works as were 
defrayed from imperial or borrowed revenues, scrutinized plans 
and estimates and sanctioned contracts, and were primarily 
responsible for accounts and auditing. The latter function was 
performed by the officers of the Public Works Account Branch, 
and the work of scrutinizing plans was done by the staff of the 
imperial Inspector-General. 

The provinces had theii’ own Public Works Departments under 
Chief Engineers, who were also Public Works Secretaries to the 

* Soicthhorough Committee Report (1919), vol. H, p. 87. 

“ Repoji, vol. I, p. 78, 

• DeaMtrdlhatian Oommiemn Report, yol. I, p. 79; lUso Public Worlts Code, 
Articles 1935 aud 196A. 

■* The primiicial GonrerromientB were under restriction, in regard to worte con- 
nected the personal amenities of the heads of provinces (i.e, in regard to 
Gcvemmenl Houses, dreuit houses, etc.). See Report, vol, I, p. 83, 

18 , 
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provincial G-overmnenlj but the general organization of those 
departments, including the pay and conditions of service, were pre- 
scribed by the central Government. Except in Madras and 
Bombay, the piincipal officers of the provincial department were 
also appointed by that Government, but in practice the recommen- 
dations of the local Government in filling up superintending 
engineerships were generally accepted. The Public Works Code, 
a work in three volumes, regulated all these complex relationships 
between the central and provincial Governments. 

These restrictions on the provincial Governments were subjected 
to severe criticism before the Decentralization Commission. Thus 
the Chief Commissioner of the Central Provinces told the Com- 
mission : — ‘ Among the particulai’ departments of the Government 
of India which appeal' to be too rigid in limiting the discretion 
of the head of the province, 1 consider the Public Works Depart- 
ment as the worst offender; they interfere in details to an extent 
which is often irritating.’ 

§5. Grants-in-aid 

Grants to provincial Governments were effective instruments 
in the hands of the central Government for controlling provincial 
administi'ation. Such grants were few and far between, till about 
the close of the nineteenth century; but after tlio stabilization 
of the rupee the central Government had large surpluses, and the 
improvement of the opium revenue early in the present century 
enlarged the surpluses. From such increasing resources, the 
Government of India distributed grants ear-marked for specific 
purposes like education, agricultural development, police reorga- 
nization and so forth. The provincial Governments had to 
draw up detailed schemes and such schemes were scrutinized by 
the central Secretaiiat. According to a memorandum placed by 
the Bombay Government before the Decentralization Coimnission, 
‘ no detail was so unimportant as to be accepted on the authority 
of those Governments’.* Owing to the excessive control thus 
exerted by the central Government, these grants became un- 
popular with the provincial Governments and they came to be called 
‘ doles The unequal distribution of these gi'ants between the 
provinces was also a cause of theii' unpopularity. 

The system of grant-in-aid has long been common in most 
countries as a means of giving financial help to local authorities 
from Iho central Government; but in recent times it has also 
invaded Eederal Governments. In Germany, aftei' the War, 
grants from the Reich to the States became a common feature 
of federal financing, and the ^stem caused considerable bicker- 
ings a few years ago.® In the Doited States also ' federal aid ’ 

• Beoenttalkation Oommfssion BepoH, vol. Vm. p, 200. 

’ AfaneltBsUr Guardtan Commercial, 16 February 1Q2S, p, 1S9. 
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has become very common in modei'n times, and this has led 
to what is called ‘ federal centralization ’ . According to 
White, ‘ Federal grants have inci-eased in modern times and 
have become a powerful weapon for securing uniform action 
over the whole area of the United States, even in matters 
over which the Federal Government has no power to legislate 
Grants have been given chiefly for vocational education and high 
road construction, two matters in wliich the Federal Government 
is keenly interested and it is chiefly m these subjects that federal 
control has increased. 


§6. Legislative Control 

The supervision by the central Government over the legislative 
activity of the provincial Governments added largely to the control 
of provincial administration. Provincial Governments were not 
allowed to permit the discussion of any bill in their legislative 
councils before it had been examined and approved by the Govern- 
ment of India and submitted to the Secretary of State; and all 
bills passed by these councils required the assent of the Governor- 
General as well as of the Governor or the Lieutenant-Governor 
concerned. Thus the freedom of the legislative councils was 
restricted by executive directions which made their power very 
insignifleant indeed. 

The field of theb legislation was also restricted by the 
numerous laws already made by the central legislature on all 
kinds of subjects. It is true that for the sake of uniformity, 
such laws as the Indian Penal Code, the Civil Procedure Code, 
and the Evidence and Succession Acts were necessary, but the 
field previously occupied by central legislation included many 
subjects which might have been left to provincial legislatures. The 
Joint Heport of 1918 has given the following valuable enumei'a- 
tion of these laws ; 

Under the head of crime we have laws for Trisous, Jails, 
Eeformatory Schools, Police and Whipping. Where the personal law 
aflecting the different communities has been oodifled in such matters 
as marriage, minors and succession, attempts have been made to 
make it uniform and to prevent provincial variations, to the great 
benefit of the people. In Civil Law, wo have Acts regulating con- 
tracts, trusts, specific relief, transfer of property, easements and 
arbitration. Business has been regulated by laws for patents, trade 
marks, weights and measures, securities, insurance companies, in- 
Bolvehoy and usury. Laws for forests, mines, factories, boilers, 
electricity and explosives have smoothed the com'se of industry; and 
labour questions have been dealt with in laws controlling compulsory 
settlement of labour disputes, breaches of contract, emigration and 
apprentices. Essential matters aflecting public health such as 

* White, PuhUs Administration, p. 88. 
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prisojia, leprosj', lunacy, vaccination and epidemics— liave also been 
regulated by a uniform code of law. finally, in a wide miscellany 
of matters, such for example as religious endowments, charitable 
societies, plays and kinematogiaphs, motor vehicles, ancient monu- 
ments and treasure troves, India has been given a uniform law which 
works well because conditions are everywhere sufficiently similar. ^ 

On many of these subjects, perhaps, central legislation was 
necessary to ensure uniformity, but there were others in which 
such legislation only led to rigidity and annoyance. The provincial 
Councils were not denied the power of concurrent legislation, but 
its exercise was strictly circumscribed with limits.® 

§7. Agenoies of Administrative Control 

The motives of the central Government in supervising provincial 
administration were chiefly financial, but finance entered into every 
field of administration, and thei’efore central control came gradually 
to be exerted over almost every function of the provincial Govern- 
ments. There was some decentralization of control over details, 
but it was accompanied by a consolidation of control over essentials. 

However, in the fields of education, police, forests and medical 
aid, the provincial Governments were given great freedom. In 
Education, there was every desire ‘ to comprehend local conditions 
and to facilitate local developments Appointment to the head- 
ship of the provincial Education Department did not require the 
sanction of the central Government except in the Central Provinces. 
Pecruitment to the Indian Education Seivice was generally carried 
out in England, but the men so appointed came under the 
provincial (^vernments. 

In police administration also, provincial Governments seem to 
have had a free hand ever since Mayo’s financial measure of 1870, 
although there was insistence on uniformity in regard to the 
conditions of service. Eecruitment to the imperial Service was 
made by open compotition in England. The changes carried out 
as a result of the Police Commission of 1002 seem to have brought 
about unnecessary rigidity and excessive expenditure; and this 
policy was criticized by the Decentralization Commission,'* The 
Forest administration remained mainly under the control of the 
provincial Governments, but the activities of the imperial 
Inspectors-Genernl tended to bring about greater uniformity. 

Central control was perhaps more pronounced in the Medical, 
tlian in any other ‘provincialized’ department. Such control was 
exerted mainly through the central Government's hold on the 
Indian Medical Service, the personnel of which were reewited in 
England and, although normally under civil employ, were 

’ Joint itcpnrt (1918), p. 76. “ See djap. Vn, aecllou 3, 

' Deaenfraiigafion Gom/misiion Report, vol. I, p. 127, 

* ibid,, pp, 124-6. 
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commissioned officers of the army. The provincial Governments 
were under the stringent control of the Government of India in 
regard to all higher appointments and the Governments of Madras 
and Bombay attempted, but unsuccessfully, to organize their own 
separate civil medical services. 

The agencies employed for controlling these departments 
(besides the financial check which was the most effective) were : 
(i) general resolutions and formulation of policy, (2) periodical 
reports and review thereof, and (3) the supervision of imperial 
inspectors-general . 

On all important questions, general resolutions regarding policy 
were issued for the guidance of provincial Governments. We have 
referred to many such I'esolutions on financial administration. The 
usual procedure adopted was, first lo appoint a commission or 
committee to investigate the working of n department functioning 
primarily in the province, and then when the report was presented, 
the Government reviewed the whole subject and issued a resolution 
laying down specific rules about the future working of that 
department. Two examples may be given. In the early nineties, 
there was considerable difference of opinion concerning forest 
administration, and the Government of India went carefully into 
the matter and issued a Resolution hi 1894 containing a definite 
statement of their forest policy,^ The policy thus outlined had 
lo be followed by the provincial Governments. Of a similar nature 
was the resolution which Lord Cui'zon issued in 1904 on Educa- 
tion,® after a thorough inquiry into the problems and prospects 
of Education in India; it also reviewed past policy and laid down 
the lines on which future progress sliould be made. The result was 
greater uniformity in educational administration, which eventually 
made the control of the central Government stronger. 

The departmental administration reports periodically submitted 
by the provincial Governments were scrutinized by the central 
Government and often instructions regarding them were issued to 
the various provincial Governments. These instructions were nearly 
always meant for unifonnity and efficiency in administration, but 
the control of the central Government was thereby made effective. 
The same was the result of the right of appeal conceded to, and 
exercised by, Government officers and members of the public who 
felt aggrieved by the action of the provincial Governments. 

§8. Imperial Inspecting Agencies 

Towards the close of the nineteenth century, especially during 
the regime of Lord Ourzon, inspectors-general were appointed 
fc«r many of the services which were properly provincial and they 

‘ No. SB "B. 19 Ootobet 189i. 

» Nos. 199.3U of 11 March 1904; see also Review of the Progreit of Biitoa- 
tion in Iniftf (1897-1901), Appendix. ^ 
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became an effective agency tor collecting information regarding the 
activities of the provincial departments and enabled the central 
Government to supervise provincial administration. 

The prime duty of the imperial inspecting agencies was to 
give information and advice to the Government of India and the 
provincial Governments. They were not meant to replace the 
Secretaries to the Government of India in those various depart- 
ments; they only assisted the secretaries and through them the 
members of the Executive Council. The following description of 
the functions of the Inspector-General of Agriculture will serve 
as a guide to the position of most of the officers of this category : 

Apart from the prosecution of such independent inquiries as may 
be desirable, it -will be the duty of the Inspector-General to guide 
and co-ordinate the experiments which are being made under the 
orders of local governments, and to publish and criticize their results; 
to indicate new lines which inquiry may profitably follow; and to 
respond to the requests of private investigators for assistance or 
advice. It will be open to provincial Governments to consult him on 
subjects in which the opinion of an agricultural expert will be of 
value, and his opinion should obviously be taken on any schemes of 
experiment or inquiry which may be in view. In regard to the 
Government of India, his position will be that of an adviser on 
matters connected with agriculture. It is not proposed to invest him 
with any direct authority over provincial departments of agricultirre; 
nor is it anticipated that any such authority will be needed in order 
to secure the advantages which will result from his guidance. But 
he will be authorized to correspond direct with the heads of these 
departments; and he will, indeed, regard the maintenance of close 
personal relations with them as essential to the proper discharge of 
his functions. His duties will, of course, lie more in the field than 
in the office; and constant tours will be necessary not only in order 
to keep him in touch with other investigators, but to gain that close 
acquaintance with the agricultural conditions of the counti^ which 
alone can indicate the scope which exists for improvements and the 
possibilities of effecting them.^ 

^ The instnictiom given to the Inspector-General of Eorests, the 
Bireotor-General of Education and the Director-General of Com- 
mercial Intelligence were also couched in nearly the same 
language.® 

Even if these officers carefully stuck to such functions, they 
were bound almost inevitably to tread upon delicate ground in 
calling for information from, and offering advice to, provincial 
Governments. Eor, in the discharge of their duties they were 
bound to trench* on the administrative sphere, and the provincial 
Governments strongly objected to even the faintest shadow of such 
interference. It was under such apprehensious that most of the 

" Circular letter of 94 October 1001, DecentTOligdUon Contmiamh Bejtorti vol. I, 

F. lie. 

* lieeentTalimtiM Commission Bsport, vol. X, p. 190, 
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provincial Govermnents warned the Decentralization Commissioners 
of this possible danger. As the Chief Secretary of the Madras 
Government pointed out ; ‘ There was a tendency to issue direct 
instructions to heads of departments which are likely to be con- 
strued into orders and which weaken the authority of the local 
Government. Some provincial Governments even doubted if 
the Inspector-General ‘ could obtain such knowledge of the systems 
of the different provinces as to render them thoroughly trustworthy 
advisers in regard to the very diverse circumstances and conditions 
of each ’ . The central Government was liable to use these officers 
as a fresh administrative agency to interfere in the work of strictly 
provincial departments like police, irrigation, sanitation, education 
and agriculture; and if that was done local initiative would be 
deadened and a lifeless uniformity and timidity would take its 
place. The provinces indeed admitted ihal some agency was 
required to co-ordinate the activity of the various Governments in 
any particular sphere, but it was urged that this could be effected 
by occasional conferences of the heads of provincial departments. 

The Decentralization Commissioners, however, while agreeing 
that these imperial inspecting officers should not have the right 
to interfere in the administrative sphere, affii’med that they were 
necessary to give technical advice, especially as these departmental 
heads were often, selected for their administrative ability. They 
laid down the following as the proper function of the imperial 
Directors-General and Inspectors-General : 

(i) The charge of experiments and research which the 

Government of India desire to carry out directly, and 
the supervision and co-ordination of subsidiary research 
in the provinces. 

(ii) The establishment of bureaux of information with 

special regard to the needs of imperial and provincial 
administrative departments, and the dissemination of 
useful information. 

(iii) The furnishing of advice and information to the Govern- 

ment of India in regard to technical matters of which 
the Inspector-General has special knowledge. 

(iv) The furnishing of full and ready assistance to provincial 

Governments and their officers, either in response to 
inquiry or on his own initiative. 

(v) Inspection, throughout India, in respect to matters 

falling within his sphere.® 

Although the Decentrahzation Commissioners powerfully 
affirmed that the existence of these imperial offieem ' need not 
and should not bring about any greater degree of centralization,' 

* ibid., vol. n, p. 338. ExampleB of such interferenca were also given— Q-.O. 
Nos. 1893 Judicial, 17 November 1898; also see ibid,, p, 346. 

* ibid,, voL 1, p. 139. 
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it cannot be denied that in actnal practice it was almost impossible 
for these officers to discharge their duties efficiently without thereby 
strengthening the forces working for centralization; and this 
explains why well-known administrators like Sir Denzil Ibbetson, 
Governor of the Punjab , expressed their uneasiness at the growth 
in the number and powers of these imperial officers.^ As we 
shall see in the next chapter, these are inevitable tendencies in 
certain stages of administrative evolution. 


§9. The Attitude of the Pwvincial Governments 

Thus, in spite of the increased delegation of financial powers to 
the provincial Governments and local authorities, the control of 
the Government of India remained intact and there was no 
diminution in the interference with provincial administrations, of 
which there were repeated complaints soon after India came under 
the Crown. The authority of the Government of India was 
complete; it was ‘ almost co-extensive with the whole sphere of 
operation of the provincial Governments.’ 

It is true that the centi-al control over the presidency Govern- 
ments was leas detailed than that exerted over the other provincial 
Governments. The presidencies were still allowed direct corres- 
pondence with the Secretary of State, a piivilege which they 
had always enjoyed, but after 1860 that was circumscribed within 
narrow limits, and every opportunity was taken for weakening it. 
In 1871, the Government of India recommended a substantial 
cui'tailment of the presidency privileges and wanted that all 
correspondence between the presidencies and the Secretary of 
State should go through the Government of India, and athough 
this was disallowed by the Secretaiy of State (Duke of Argyll) on 
the ground that it would lower the status and impair the authority 
of the presidencies, the occasion was utilized for drawing up 
detailed rules, governing the exercise of those privileges. Thus 
(1) in matters relating to the creation of new offices and the grant 
of salaries, gratuities and allowances in which the statutes and 
orders then in force precluded the Governments of Madras and 
Bombay from directly corresponding with the Secretary of State, 
all correspondence must proceed through the Government of India; 
and the same was to be the cose with regard to the army and 
foreign relations; but (21 in regard to other matters, there was 
to be no restriction on direct coiTespondence, provided a reference 
was made in the first instance to the Government of India. If such 
reference was not made, the Secretary of State would not pronounce 
a decision without previously obtaining an expression of opinion 
from the Governor-General in Council. In the event of the 
presidency Governments not being able to acquiesce in the decision 


‘ ibid., p. 138i and vol. IX, appendix v, p, 3ST, 
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of the Government of India, they should not only move the central 
Government to refer the point at issue to the Secretary of Slate, 
but should send that dispatch through the Government of India. ^ 
In this manner, the presidency privileges were whittled down 
and the difference betwen presidencies and other provinces became 
narrower as time advanced. 

This change of status was particularly felt by Bombay which 
had previously exercised semi-sovei'eign privileges in regard to the 
spending of money, and even in regard to the relations with 
foreign powers.® Bad relations between Bombay and the 
Government of India continued. Bombay gave vent to its feelings 
in a memorandum submitted to the Decentralization Commission, 
from W'liich tho following passage is relevant : 

A government not enlrusted with the power to decide whether 
one of its servants may make a certain inveslmont without infringing 
the spirit of the Public Servants’ Buies, or to settle whether a mining 
concession may be allowed in a native state under its control, not 
permitted to appoint a watchman on Bs. 10, debarred from sanction- 
ing a sum of Es. 10 to meet expenses incurred by a lady doctor, 
deprived of final direction in settling the number of police orderlies 
to be attached to its police school, and liable to be overruled on 
the situation of a stair-ease erected in n government bungalow, 
and on the rent charge to be levied from the occupant, is evidently 
an expensive and useless excrescence upon the system of administra- 
tion in India. 

They therefore held that either such a Government (i.e., pro- 
vincial) should be given full powers, or should be abolished and a 
single officer with limited authority® appointed. 

Other provincial Governments also pointed out the unfairness 
of the restrictions placed on them, particularly the Madras 
Government, which like Bombay, had memories of autonomy in 
the past. But as usual, Madras put its complaints mildly and 
preferi’ed persuasion to protest.* 


* Letter from the Secretary of State to Maclras anil Bombay, 17 rTnno 
1872. 

* Government of Indio's letter to tlic Secretary of Stale, 7 September 1871, 
p. 7. 

* Minntes of Evidence, vol. VIII, p. 230. Further examples of provincial 
‘ incompetency ’ were quoted by tlie Bombay Government. It could not settle the 
status of a local fund vaccinator, the location of a rural liquor shop, the number 
and distribution of police posts, the Fees lo be drawn bv medical officers attending 
native gentlemen and it could not dispose of a complaint of unsympathetic treat- 
ment in a Government Hospital; nor could it control the moveinente of even 
Indian Chiefs under provincial supervision. This exaggerated picture of interferouce 
is no doubt based upon some specific cases, bnt the picture seems over-drawn. 

* It is significant that abont that time G907), the inequ% in regard to shares 
of revenue involved in tho settlements with Madras and united Provinces was 
rectified. The difference in the attitudes of the Bombay and the Madras Govem- 
menls towards the central Government has always been noted. Compare Deoentra^ 
lization Oonmission Beport (1908), vol. X, p. 178, with the Beport nf the Select 
Ommitiee on EaH India Finanoe (1873), pp. 86, 64 and paeeim. ‘Persons change, 
yet traditions remain) 
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§10. The need for central control 

No doubt the provincial Governments had reasonable cause 
for complaining about the meticulous interference with their ad- 
ministration, but one feels that they did not always fully realize 
the constitutional implications of the responsibility that the 
Government of India had for the administration and revenues of 
India. The provincial Governments were indeed responsible for 
law and order in their own territories, but the central Government 
were answerable to the British Parliament through the Secretary 
of State not only for law and order but also for the financial 
solvency of the whole country, including the provinces. As Sir 
James "Westland, Finance Member, maintained in his answer to 
a Bombay representative in the imperial Legislative Council in 
1897 : ‘ the revenues of India are the revenues of the Government 
of India — ^its constitutional possession. Every action that the local 
Government takes in respect of them must be justified by a specific 
order of the Government of India True, certain limited powers 
were delegated to the provinces for the convenience of the central 
Government and with a view to a harmonious relationship between 
them and the provincial Governments, but it was only a delegation 
and not a relinquishment, and therefore the further decentralization 
proceeded, the greater became the necessity for the central Govern- 
ment to keep the ultimate control within their own hands. 

Sir Alexander Mackenzie, Governor of Bengal, was unable to 
understand how a Government like his, ruling over seventy 
million human beings, was not fitted to have an autonomous 
financial system. But the sizTe of the province did not make any 
difference to the constitutional position. It was pointed out that 
the Municipality of Bombay had a freer hand in finance than the 
Government of the Bombay Presidency. This was true in a real 
sense, but the reason is clear. 

As explained in chapter "VII, the Government of India Act 
of 1858 vested the entire financial responsibility for India in the 
Secretary of State in Council, and so long as that remained intact, 
no further devolution of powers on the provincial Governments 
was possible. The reasons for maintaining that authority intact 
have been explained before. Susincion of officials is ingrained in 
the British mind; and it was held as an axiom that all Governments 
must be ultimately controlled by the people. The people of India 


' financial Statement (1897-8), p. 110. Strange as it might appear, the 
Bombay Goveminent went to the extent of qaestioning the ‘ theory ' that all 
rewnnes _ were the property of the central Gorernmatit. It said : ' This is a 
falla^ similai in nature to the frequent asseition that the powers exercised by 
the (roverninent of Bombay have been derived by devolution from the Govarament 
of India. . . . On the contrary, the Bombay Government possessed very wide 

S aWers vrhich have been absor bed by the Government of India.’ DeaentralixiiUon 
ammiteion. Report, vol. Vlll, p. 330. One cannot really understand how, tsnd 
why, the Bombay Government ignored the Charter Act of 1838. 
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were consiclered to be unfit for exorcising such a check on their 
government, and ihei’efore it was the duty of the British people 
to control Indian administration through their representatives in 
Parliament. Hence the vigilant eye that Parliament always had 
on India, and the proneness to ‘ pull up ’ even the liighest officials 
of the Grown when the least thing went wrong. John Stuart 
Mill expressed this trenchantly in a weighty minute. ‘ Being un- 
able, consistently with the good of the people of India, to allow 
them any control over their rulei’s, Parhament is under the most 
binding obligation to exercise such control for them.’' 

Mill wrote the minute above quoted, in 1866. After that the 
Indian Legislative Council was enlarged in 1892, and the number 
of Indian members was increased. Great social and political 
changes had come over the country. Political unity had been 
growing and the Indian National Congress, which was founded in 
1886, was rousing the national aspirations of the people. The 
India of 1906 was not the India of 1865. It was perhaps time, 
therefore, to transfer a part of the Parliament’s responsibility to 
the people of India acting through their elected representatives. 
This was soon recognized, and as we shall see in the next part, 
steps were taken to strengthen the legislative bodies in India and 
increase the powers of the provincial Governments. 


‘ ParUamentarj Paper. LVI of 18T6. Mill wrote the Minute in connexion with 
the contro-veray between the Secretary of State and the Government of India on 
the question of indigo contract.’. 
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CHAPTER XXII 


DECENTRALIZATION COMMISyiON AND AFTER 

§ 1 . The Dcoentrahzabton Commission 

Soon after Tjord Gurzon left India, the overweening powers of 
the central Government over the provincial Governments became 
the subject of repeated complaints from the latter and caused con- 
siderable tension in the relations between them. The new 
Viceroy, Lord Minto, was no professional politician, but was a 
keen sportsman and had a thorough knowledge of English local 
administration, in which he had taken an active part, and acquain- 
tance with the federal Government of Canada, of which Dominion 
he had been Governor-General. He fully realized the impasse 
into which the jirovincial Governments were pushed by the policy 
of centralization, and decided to appioint a departmental committee 
to inquire into the financial grievances of the provinces, but before 
this materialized a Royal Commission was appointed for the pur- 
pose in England. The reason for this was the change of policy 
at Whitehall. The Liberals had come into power with a thump- 
ing majority and the traditional policy was to favour political 
reform and conciliation in India. The new Secretary of State for 
India, John (later Lord) Morley, was an exponent of this policy. 
By temperament, Morley was against the apotheosis of e£Bciency,‘ 
and naturally he preferred a policy of decentralization to one of 
rigid central control. The object ol the Commission, however, 
was limited to the improvement of the provincial Governments’ 
relations with the central Government and its terms of reference 
did not extend to the more fundamental question of the control 
exerted by the India Office over all tlic governments in India. 
Without rectifying the latter, it was not po.s&ible to improve the 
ferraor; for the rigidity of centralization was largely due to 
the control of the Home authorities, and it was there that 
the evil started. In the result, the purpose of the Com- 
mission was practically defeated; since the core of the problem 
could not be touched, it was only possible to prescribe 
palliatives. However, the report and proceedings of the Com- 
mission are a mine of information on the financial administration 
of India. 


‘ In his speech in the House of Loids, 23 Fehruaiy 1909, Lord Morley, while 
egioeing that fiom the point of view of eflieiency. Lord Cnraon’s Indian Viceroyalty 
tvas a great sneoess, gave hia opinion that Cnrzon left in India a State of things ' not 
cfimnietely satisfeotory such as would have been the crowning of a brilliant career ’. 
Keith’s Speeolm on Indian Polioy, vol. EC, p. 89. 
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The gi'ievanoes placed before the Cominifsaioiiers’ related to 
(1) the wystem of ' divided heads (2) the policy of giving granta 
(doles) to the provinces, (3) budgetary restrictions, (4) the inability 
of the provinces to tax and borrow on theii' own account, (5) tlie 
rigour of codes and regulations, and (6) the unequal treatment 
of the provinces. They inquired laboriously into each of these 
grievances, but found that within the restricted terms of reference 
by which they were bound, they could not recommend any radical 
reform. 

The evils arising from ‘ divided heads ’ havo been described 
in a previous chapter. Tho Commissioners gave the fullest con- 
sideration to this question. Many responsible persons, including 
some provincial authorities, suggested that the complete provincial- 
i 2 ation of the divided heads was the proper I’emedy. To meet the 
deficit in the central budget, they proposed the levying of provincial 
contributions on the basis of the matrikular Beitrdge system of the 
German Empire. Home suggested that the contributions should 
be lump sums calculated as percentages of provincial revenues,* 
others favoured a fixed sum revisable periodically,* and yet 
otliers recommended a fluctuating contidbution calculated upon 
the population, or wealth, or the revenues of the different 
provinces.'* 

In favour of a lump sum percentage it was pointed out that it 
would provide for growing revenues to meet growing expenditure, 
thus giving greater elasticity to provincial finance; and that any 
desired modification of the provincial settlements could thereby be 
effected more easily. The Commissioners questioned the advisabi- 
lity of shifting revenue heads ah'eady fixed as imperial or provincial, 
and even in regard to modifying the system of divided heads, they 
found two principal objections, namely, that the percentages as 
between the various provinces could not be uniform, seeing that in 
the case of a nnilnry Government a,s in India the richer and more 
advanced provinces should necessarily contribute a larger propor- 
tion of their revenues to the central Government than the poorer 
and more backward provinces; and secondly that in tlie circum- 
stances of the time it was impossible to make the whole resources 
of the provinces dependant upon growing revenues. Additional 
grants were often made to the proviuce.s for carrying out adminis- 
trative reforms; and to convert such fixed grants into a reduced 
percentage of the total provincial contribution ‘ would involve an 


* The nieiubew ol the Commission were Mr (later Iiord) Hobhonse, Chairman, 
Sir Fredeiic Lely, Bir Steyning Edgerley, Mr E, C. Dutt, Mr W. S. (later Sir 
William) Meyer, and Mr W. L. Hiehens. Originally Sir Henry Primrose •was 
appointed Chairman, but he resigned before beginning woi'k. 

“ Heport and Prooeedings of the Hoyal Commimon oh 'Oeoontralization, vol. IX 
(Lahore), pp. 178-81. 

* op. cit., vol. IX (Lahore), pp. 16-17; vol. VIII (Bombay), pp, 11-13 (Chief 
Seeretaiy); pp. 66-7 (G. K. Goihale); pp. 89-91 (Sir Ibrahim Bahirntoola). 

‘ op. eifc., vol. n (Madias), p. 306 (fc B. N, Sarma), 
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enormous amount of laborious calculation and often a considerable 
degree of controversy 

The second alternative of a fixed sum revisable periodically was 
regarded as impracticable by the Commissioners; for, such periodical 
revisions would often entail enhanced contributions and this would 
certainly lead to recurring controversies between the central and 
the provincial Governments, like those which arose at successive 
revisions of the contract before 1904. The third alternative of a 
fluctuating subsidy appeared to the Commissioners to be even more 
objectionable, as they feared that a contribution on a population 
basis would be unfair to the relatively undeveloped provinces and 
there was no accepted or practicable method for accurately assess- 
ing the comparative wealth of the different provinces. They also 
feared that there would be an undesirable element of uncertainty 
in the provincial finances, if any such fluctuating subsidy were 
adopted. 

The proposal of a contribution from the provinces to the central 
Government appeared altogether unsuitable, as it would be in the 
nature of a tribute, and this was inconsistent with constitutional 
realities. 

The Commissioners were, on the whole, right in rejecting the 
matrikular Beitrdge system. Even in federations, such contribu- 
tions have not been popular; the separation of resources is 
tbs right basis of federal finance. The Indian constitution 
was still unitary, and the existence of large and well-equipped 
provincial Governments did not make any difference to the 
constitutional position. Anything in the nature of provincial 
contributions was bound to create grumblings and inter-provincial 
jealousies. 

A possible alternative to ‘ divided heads ’ was to assign to the 
provinces a few heads of revenue. This was criticized by Mr 
J. S. (now Lord) Meston.® If the provinces depended solely on 
one big item like land revenue, a severe famine might make them 
bankrupt. In his opinion, ‘ the financial interests of the imperial 
and provincial Governments were brought as nearly as possible into 
unison ’ by the system of divided heads. He also thought that the 
system made for financial stability. After a full consideration of 
the question, the Commissioners resolved not to recommend ' any 
sudden or violent change ’ in the system of divided heads. How- 
ever, they found no objection to convert unduly large fixed assign- 
ments into sliares of growing revenue, as they thought that fixity 
of assignments was inconsistent with the expansion of expenditure 
inevitable in provincial services. Not only were existing services 
expanding, but additional financial responsibility (e.g. in regard 
to irrigation) was likely to be laid on the provincial Governments. 

This and the -paragraphs immediately following are summarized from, the 
Boport of the Commission, cb. iii. 

^ op, Sit., vol. IX, pp. 126-7. 

19 
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Iq these circnmstaDces they suggested the gradual provincialization 
of a divided head like excise or forests. 

§2. Financial Restrictiom on. the Provincial GoveriimcnLs 

The restrictions on provincial budgeting caused considerable 
friction in the relations between the central and the provincial 
Governments, and a relaxation of them was urged on the Com- 
missioners, but without success. They thought that this was a 
necessary corollary of the system of divided heads. ‘ While imperial 
and provincial finances remain as closely intertwined as at present ’ , 
they said, ‘ it is essential that the estimates of the local Govern- 
ment should be incorporated in the Imperial budget, and be sub- 
jected to revision by the predommant partner’.^ They admitted, 
however, that the Govenimeni of India should avoid making un- 
necessary changes in the estimates of the provincial Governments. 

The claims of certain provincial Governments to be allowed to 
levy taxes and borrow on them own account were also rejected by 
the Gommisaioners as inconsistent with the constitutional and 
financial framework of British India at the time. It was pointed 
out to them that, if the provincial Governments were allowed to 
borrow, they could tap fresh local markets and thus raise money 
for important local projects which had been long waiting, but the 
Commissioners could find no indication that there was much local 
capital awaiting investment. Strictly speaking, there were no 
separate somxes of revenue on the seemity of which the provinces 
could borrow; the Govei’nment of India raised money on the 
security of the whole of the Indian revenues, provincial as well as 
central, and its credit was likely to be undermined if the provinces 
were to borrow on their own account. 

The Commissioners admitted that there were numerous vexa- 
tious restrictions on the liberty of action of the provincial 
Governments in such matters as new appointments, raising salaries 
, and increasing establishments; and they suggested an enhancement 
of the powers of both the central and the provincial Governments 
in respect of them. In the case of ‘ provincial ’ and ' subordinate ’ 
services, there was no need for uniformity between the different 
provinces, and the recruitment to these services need not require 
the sanction of the Government of India. They therefore recom- 
mended that in the case of those services, the provincial Govern- 
ments should be given freedom to abolish appointments or reduce 
the emoluments attached to them, and to create, abolish or reduce 
the pay of certain classes or grades of officers. 

It was admitted by the Commissioners that some of the Civil 
Service Eegulations were too rigid and complicated, and that they 
curtailed the freedom of the iiroviacial Governments too much, and 


* op. oit., vol. I, p. 40. 
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they recommended that, these rules should be revised with a view 
to relaxing some of the restrictions. Similar proposals were made 
also for increasing the powers of the provinces in regard to public 
works. Concerning ‘ doles ’ they were not prepared to suggest any 
material alteration, although meticulous interference was admitted 
to be harmful. 

It was clearly pointed out that a fundamental difficulty in the 
way of greatei' relaxation of central control was the fact that the 
Indian legislatures did not have effective control over finance. If, 
in the near future, wider powers were given to the Councils (a 
proposal which was then under consideration), the Commissioners 
wei’e prepared to recommend that the provincial Governments 
should be given greater control over their budgets, and should be 
allowed to tax on their own account, and be given even wider 
latitude in regard to provincial and subordinate appointments and 
minor establishments. But without effective popular control from 
below they were not prepared to recommend any great relaxation 
of the control from above. The Secretary of State’s powers had 
therefore to be maintained intact, and only minor measures of 
decentrahzation were therefore practicable in the circumstances.^ 

With a view to effecting the relaxation of central control pro- 
posed by them, the Commissioners suggested that a general Act 
of Delegation should be passed. If each item was separately taken 
up, it would clog the legislative machinery of India with petty 
amending bills for many years, but a general Delegation Act like 
the Sind Act of 1868 would, they thought, afford a convenient and 
elastic machinery for legislative decentralization.^ 

§3. The Permanent Contracts, 1912 

The proposals and recommendations of the Decentralization 
Commission were long under consideration, and Lord Hardinge 
gave effect to some of them by means of Government orders and 
resolutions. The Pinancial Kesolution of 1912 and the Local Self- 
Govei’nment Eesolution of 1915 were two noteworthy attempts at 
j-eslating policy. 

Although the Commissionei's did not see fit to recommend any 
radical reform of the quasi-permanent contract system. Lord 
Hardinge in 1912 took the bold step of declaring the settlements 
permanent, and thereby did away with a system which for long 
caused considerable bickerings between the Government of India 
and the provinces. 

In a dispatch of 1910,® the Government of India explained the 
circumstances which called for reform. The quasi-permanent 

^ op. oit„ vol. T, pp. 80-1. 

’ op. cit., Tol. I, pp. 143-6. The Sind Acl referred to is Act V of 1868 (India) 
whidh permits the Bombajr GoTonunent to devolve upon the CommiBsiaoers of 
8ind any ftmetione vested in them by Acts of local application. 

* Iiettec'tp the Secretary of State, 22 November UaO (No. 810}, 
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settlements of 1904 were, on the whole, successful and they allayed 
friction between the different governments to a great extent; and 
if in some provinces the contracts were disappointing, that was 
due to exceptional circumstances. It could not be claimed, how- 
ever, that the declaration of quasi-permanency had led to economy 
on the part of the provinces, as was expected. The continuing 
extravagance was perhaps a legacy from the old quinquennial 
settlements. Or was it due to the prefix ‘ Quasi ’ , which implied 
that the settlement might be revised when needed and probably 
had a psychological effect on the provincial Governments?^ In 
any case, the Government of India definitely decided in favour of 
permanent settlements with the Provinces and disclaimed all in- 
tention of profiting by their frugality. It was expected that this 
would give the provinces a powerful incentive for economizing 
their resources. 

However, it was not possible even in 1912 to make an absolutely 
permanent settlement in view of the many disturbing influences 
affecting Indian finance. The conditions under which modifica- 
tions might be made were greatly simplified and defined. ‘ Wide- 
spread famine whose pieriodical visits still defeat our calculations, 
will have to be met when necessary by special arrangements for 
the succour of a distressed province from imperial funds,’ Nor 
did the central Government forget their own embarrassments. ‘ On 
the other hand’, they said, ‘the Government of India may at 
times be compelled to call on the provinces for assistance in case 
of a great war or a gi'eat financial crisis.’ Apart from these 
special emergencies, the settlements were declared to be ' fixed, 
rigid, and permanent ’.® 

The Resolution of 1912 also wont into the thorny questions of 
budget restrictions and fixed assignments, and greatly relaxed the 
iron grip of the central Government on the provinces. 

Provincial budgets were not in future to be so minutely con- 
trolled by the Finance Department of the Government of India as 
had been the practice heretofore. Modifications were to be con- 
fined to the total revenue and expenditure in the local Govern- 
ment’s estimates, and to the figures of the few major heads in 
which the imperial exchequer had a share. Nevertheless, there 
were still to be some reBlrictions. The provincial Governments 
were not to budget for a deficit in thoiv current revenue and 
expenditure unless the central authority was satisfied that the 
excess of expenditure was duo to a wholly exceptional non- 
reouiTing cause. If the deficit involved a reduction of the pro- 
vincial balances below the prescribed minimum, suitable arrange- 
ments were to be made to restore it. Overdrafts on the general 
finances of India were no longer to be allowed. If for a ‘ special 

' I/eUer to the Sccretaira of State, 22 Novembeir 1910. 

’ Pinaadel Statement for 1911-13, pp, 16-17. This was promnlttated in the 
Besolntion of 18 May 1912. 
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and temporary ’ reason a province was allowed to overdraw, it 
should be in the foi’m of a short loan from the imperial exchequer, 
for which interest must be paid. But, at the same time, the 
central Government would not pay interest on the provincial 
balances left with them. 

The Government of India admilled the evils of fixed cash 
assignments, especially on account of their unwieldy size, and on 
the lines of the recommendation made by the Decentralization 
Commission they undertook to convert, in whole or in part, unduly 
large assignments into shares of growing revenues as soon as the 
state of the imperial finances permitted.^ This was specially kept 
in view in the case of those provinces with an unsatisfactory 
financial position. It was calculated that assignments amounting 
to Bs. 3'5 crores would be thus converted. The Government 
hoped that in this way the normal annual growth of the resources 
of each province would be brought much closer to the normal 
ratio of growth in its expenditure. 

The practical step taken in 1912 for achieving this end was 
the provineialization of forest revenue and expenditure. In addi- 
tion to it, excise was provincialized in Bombay and was made 
three-fourths provincial in Central Provinces and United 
Provinces. Land revenue was made one-half provincial in the 
Punjab and five-eighths in Burma. Certain minor changes also 
followed. 

The Government of India were also prepared to modify slightly 
the conditions under which special grants were made to the 
provinces. They accepted the Commission’s recommendations in 
regard to the relaxation of the excessively strict control of the 
central Government over the provincial estimates drawn up for 
the utilization of those grants. Nevertheless the Government of 
India found it impossible to leave the provinces to use the grants 
in whatever way they liked. ‘ Wheu, for example ’ said the 
central Government, ‘ considerable sacrifices have been incurred in 
order to raise money for education, it could not contemplate with 
equanimity its expenditure upon hospitals or bridges.’® However, 
they undertook to abstain from the minute and meticulous 
examination of the kind deprecated by the Commission. 

The central Government were not prepared to give the provinces 
any power of taxation. It was admitted that such a power was 
indispensable for a really decentralized system of finance, and 
also that in grave emergencies provincial taxation would be 
justifiable. But under existing conditions, no such change was 
possible. 

In another way also, the provincial Governments were given 
some concession. Till 1907 famine relief was wholly a provincial 
charge, and the central Government stepped in only when a 

* Howarot there were qualifying conditions (see Bedolnfcion, para 6). 

< Bee Beeolntioa, 18 May 1910, 
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province had exhausted its own resources. In 1907 a new famine 
insurance scheme was devised, by which the Government of India 
placed to the credit of each province liable to famine a fixed 
amount, on which it could draw in case of famine without trenching 
on its normal resources. When this fund was exhausted, further 
expenditure was to be shared equally by the central Government 
and the provincial Government concerned, and in case of grave 
necessity the Government of India were to give further assistance 
to the province from its own revenue. The total amount allotted 
for this purpose annually was ^260,000, which was roughly the 
average annual expenditure incurred on famine relief during the 
previous twenty-five years. This amount was annually debited to 
provincial revenues under the head, Keduction or Avoidance of 
Debt, the share of each province being entered to its reserve of 
credit with the central Government. Thus each province could 
accumulate, up to a certain amount, a reseive of credit on which 
it could draw in times of need. 

§4. The Unequal Treatment of the Provinces 

Certain provincial Governments pointed out to the Decentraliza- 
tion Commission that there was considerable inequality in the 
distribution of tax-burdens between the different provinces. 
Bombay was formerly the loudest to complain in such matters; 
this time its complaints were as loud as ever, but the cause of 
complaint was no longer unequal treatment — ^it was handsomely 
treated as compared to the rest of India — ^but that it was not given 
more autonomous powers. Complaints of unequal treatment came 
chiefly from the United Provinces which claimed that it had to 
shoulder much more than its legitimate share of the imperial 
expenses. The Government of Madras, never too noisy in venti- 
lating its grievances, exhibited an inexplicable forbearance on this 
occasion; for, although non-official witnesses like Mr (afterwards 
Sir) B. N. Sarma inveighed against the injustice done to Madras, 
the official memorandum scrupuiously avoided any reference to 
its longstanding grievances. Yet the Government of India them- 
selves admitted in their letter to the Secretary of State in 1910 
that Madras and the United Provinces were ‘ bearing the brunt 
of the financial burden of the Empire In 1910 the yarious 
provinces contributed very unequal percentages of their revenues 
to the central Government, but in the case of some provinces a 
large part of the revenue thus contributed returned to them. In 
the following table, column 2 shows the percentage of the total 
revenue collections in the province which went to the central 
Government, and column 3 shows the proportion that the total 

* Letter from Madras, 22 November IfflO, 
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Government expenditure in the various provinces bore to the total 
revenue of the province. 


Provinces 

Percentage 
of revenue 
contributed 
to the central 

Percentage 
of revenue 
spent in the 
Province 


Government 

Madras 

... 49-23 

57 

United Provinces 

.. 48-77 

60 

The Punjab 

... 48-10 

84 

Bengal 

... 36-86 

76 

Burma 

... 35-07 

83 

Bombay 

... 34-19 

76 

Eastern Bengal and Assam 

. . 34-39 

72 

Central Provinces ... 

... 30-94 

82 


The above table brings out the great inequality of tax burdens 
in the provinces. Bombay and Bengal, the two wealthiest pro- 
vinces m India, were well off. The Punjab and Burma made a 
larger proportional contribution, but this was made up by the 
Government of India spending more generously in those provinces, 
Madras and the United Provinces contributed heavily to the central 
Government’s fisc, but the proportion of revenue spent within 
their territories was the lowest. Thus the central Government 
were cariTing out a redistribution of income between the different 
provinces. 

The unequal treatment in the matter of the provincial contracts 
has already been mentioned According to the terms of the 
contracts of 1904, Bombay received one-half of the revenues under 
the heads land revenue, stamps, excise, income-tax and forests, 
while Madras had one-half of the stamp revenue and only one- 
fourth of the other four. Subsequently the matter was pressed 
upon the attention of the Government of India and in 1908, just 
when the Decentralization Commission was touring in India, 
Madras was given one-half of all these items of revenue. This 
equality of treatment, however, was shortlived; the permanent 
settlement of 1912 was not favourable to Madras. Both Madras 
and Bombay obtained the whole revenue under forests and regis- 
tration fees and one-half of various other items, but in the case 
of excise, Madras was given only one-half of the revenue while 
Bombay was allowed to retain the whole of it, less a fixed assign- 
ment equal to one-half of the revenue accruing at the time of the 
settlement. The difference was not small; for, bad Madras been 
given the same terms as Bombay, its revenue in 1919-20 would 
have been Bs. 96 lakhs more than it actually was in that year.^ 

* Parliamentary Paper— Bast India Conetitiitlciaal Befqrms (Pinancial Belationa), 

0 974 a9ao>, p. a. 
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In the mailer of grants also, certain provinces were treated 
rather liberally, while others were comparatively neglected. The 
following table shows tins fact ; 


Total Grants for Education for the Period Ldll-12 to 19] 9-20 


Province 

Madrea 

Bengal 

Bomhay 


Popalatwn 
<11} milhona 
15 } 

19} .. 


Beourring Q-iant 
Ea. 28 60 lakba 
„ 4181 
„ 2146 „ 


Nor was Madras better treated when the opium surplus in 
1910-11 was distributed in March 1911; it received only 11 lakhs, 
out of a total of 147 lakhs for education and sanitation, and 
nothing out of Es. 104 lakhs distributed among the provinces for 
other purposes.^ 

The Government of India defended the existing inequalities on 
the ground that they were the inevitable result of circumstances 
and not the outcome of any favouritism. The revenues of India 
constitutionally belonged to the central Government and were 
meant for the administration of the whole country, and it 
was inevitable that the central Government should draw additional 
revenue from those who were able to pay and spend it on those 
who were needy. Yet, in their opinion, this policy was not pushed 
to such lengths as ‘ to starve one province in its necessities in 
order to load another with luxuries ’.® Any sudden rectification 
of these inequalities would cause confusion to the provinces. If, 
for instance, a contribution of only 40 per cent, of the total revenue 
of eveiy province were levied by the central Government, as was 
suggested by certain persons to the Commission, it would have 
resulted in ‘ the banlrruptcy of the Central Provinces, at one end 
of the scale, and at the other an influx of wealth into Madras 
which that province would find great difficulty in utilizing 

Of these arguments one certainly had some validity. So long 
as India was not a federation, it was perfectly legitimate for the 
central Government to use the revenues in whatever ways they 
deemed essential for the peace and security of the Empire. It 
was also in conformity with orthodox canons of taxation to apportion 
tlm tax-hurden according to ability to pay. But this point was 
rather neglected by the central Government. Bengal and Bombay 
were the wealthiest provinces in India, and what was even more 
material, their wealth was derived from industry and commerce; 
but the burden of taxation fell more heavily on the poorer agri- 
culturists of Madi-aa and the United Provinces. While land was 
rather heavily tped, at least in some provinces, industry and 
trade had only light bru’deus to bear as the income-tax was still 


> Goveinment of lUdia, Financial Statement (ISU-U). p, 170. 

* Financial Besolution (1912), para 7. ^ 

Government of India to the Secretary of State, 22 Novew- 
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undeveloped. The statistics available for comparing the incidence 
of various taxes are far from perfect, but judging fiom the figures 
available, there were great inequalities, as between provinces. The 
assessment per cultivated acre was as low as 10 as. in the Central 
Provinces, and even in Bombay, it amounted to only Ee. 1-5-7, 
but in Madras it was Es. 2-8-11. The statistics of many other 
taxes tell the same tale. The excise on country spirits, for 
example, was Es. 11-2-2 per proof gallon in Madras, whilst it was 
much lower in most other provinces. Bengal levied only Es. 9-13-7 
per gallon, and the levy in Biliar and Orissa was as low as Es. 4-4-4 
per gallon. The tree-tax which brought in a revenue of Es. 105 
la, If ha in Madras was not levied in several other provinces. Madras, 
again, retained the mediaeval system of levying tolls, which brought 
in Es. 25 laklis. Nor was the level of income-tax lower in Madras 
than in other provinces, as was often supposed. This is clear 
from the fact that the Nattukottai Chettiars who did business both 
in India and in Burma preferred to pay their income-tax in Burma, 
as those shrewd businessmen found that they could escape two- 
thirds of the tax thereby.^ In the case of local taxation also, there 
were inequalities in the burdens borne by the different provinces. 
In the following table, the comparative burden of land revenue per 
acre of cultivated land and the per capita burden of local taxation 
in the different provinces 1916-16 axe shown : 

Land revenue Local 

burden per taxation 



cultivated ocre® 

per 

1iead‘ 


Eb. as. ps. 

Es. 

asps. 

Madras (ryotwari) 

... 2 8 11 

0 

6 

1 

Bombay (ryotwari) 

...157 

0 

6 

3 

Bengal (zamindari — permanent) 
United Provinces : 

... 0 16 10 

0 

3 

8 

0^1 } — temporary) 

(■ 1 13 8 ■ 

1 1 16 3 


3 

8 

Punjab (zamindari — ^temporary) 
Bihar and Orissa (zamindari — 

... 1 12 1 

0 

6 

9 

permanent) 

Central Provinces (zamindaii — 

... 0 7 11 

0 

3 

8 

temporary) 

... 0 10 0 

0 

4 

6 


The Government of India feared that a revision of the existing 
settlements on an equitable basis would produce ' an influx of 
wealth into Madras which that province would find great difficulty 
in utilizing’. Apparently the central Government assumed that 

’ This is bssed on an estimate b; tbs Collector o{ Hamnsd. Letter fiom the 
Government of Madras to the G-ovormnent of India, 1 June 1920, Annexure 8, 
para 19. See Parliamentaty Paper (0 974), 1920, p. 82. 

* AgrieoHuTiil Statistics of India (1915-16), yol. I, pp. 8-9, 

* Statistics of British India (1919), yol. IV, p. 200. 



298 FEDERAL FINANCE IN INDIA 

expendiiure in Madras had been already pushed to the highest level 
needed for normal efficiency. Yet the facts were quite the reverse. 
With a population of 41 J millions, Madras spent only Rs. 9'60 
crores in 1919-20, whilst Bombay with a population of 19^ millions 
spent Eb, 10'52 crores. The expenditure per head of population 
in Madi’as on education, police and medical relief was less than 
half that of Bombay, and this was more or less true of sanitation, 
and certain other important heads also. As the Government of 
Madras put it in the letter already cited : ‘Progress has been 
delayed in almost every direction. There is only one elementary 
school for boys for 681 of the total male population. There is 
only one qualified teacher for 68 boys under instruction. There is 
only one drainage scheme outside the Presidency town, which 
itself is only partially drained. The benefits of water supply have 
been extended only to 27 out of 75 municipalities. There is only 
one qualified medical practitioner for every 22,000 of the popu- 
lation.’^ Thus, by starving the most essential public utility 
services Madras contributed libei'ally to the imperial exchequer. 
Further, the salaries in the subordinate services were lowest in 
Madras, and had not been raised to make up for the increased cost 
of living. 

One causo of the lower level of expenditure in Madras was the 
relatively larger sixe of districts, and consequently the smallei* 
number of collectors, judges and medical officers in that presidency. 
The following table will illustrate the extent of the expansion of 
administrative machinery in the different provinces.® 




Average 

Average 

Province 

Number of 

population 

area per 

districts 

per district 

district 



(millions) 

(sq. miles) 

Madras 

... 25 

1’86 

5,600 

Bombay 

... 26 

•84 

4,730 

Bengal 

... 28 

1-79 

2,821 

tJnited Provinces 

... 48 

1-01 

2,229 

Punjab 

... 30 

•78 

3,300 


To have more policemen, registration offices, and court houses 
may be a doubtful blessing for any country, but to have more 
schools, experimental farms, irrigation works and hospitals can 
only mean greater social welfare. When districts and divisions 
are loo large, administration cannot be of an intensive type, 
and such districts, naturally, develop too slowly. Besides, the 
officers in the undermanned districts are necessarily overworked. 


^ Letter, I June 1920, Annexaro S, para &2. 


ibid., para S$, 
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and that generally means a lack of efficiency and an imperfect 
contact between officers and the people.^ 

These facts had been repeatedly brought to the notice of the 
authorities by the public as well as the Government of Madras.® 
But nothing substantial was done to remove these inequalities till 
1919. 


§6. Changes in the Budget System 

Although the Indian Councils Act of 1892 provided that the 
annual budgets of the provinces should be presented and discussed 
in their Legislative Councils, this did not involve any real control 
of finance by the representatives of the people, as the Council had 
for long an official majority. Members could make observations 
on the budget, and this they did freely: but they had no right to 
move resolutions or to divide on any proposal. However, two or 
three days were set apart for the discussion of the budget, and 
the members took full advantage of it. 

The Indian Councils Act of 1909 not only provided for non- 
official majorities in the Provincial Legislative Councils and 
substantially reduced the official majority in the Central Legislative 
Council, but also gave Ihe members of both the Legislatures the 
right to move resolutions and to divide on them. However, certain 
heads of revenue and expenditure were excluded from discussion 
by the Legislative Council. The principal heads of revenue thus 
excluded were customs, stamps, court fees, assessed taxes and 
tributes from Indian states, and the principal heads of expenditure 
excluded were army and marine charges, interest on debt, assign- 
ments and compensations, and territorial and political pensions. 

The Pinancial Statement of the central Government was con- 
siderably modified under the Act of 1909. Part I of the Statement 
thus came to include, besides the speech by the Finance Member, 
a statistical statement of (1) the closed accounts of the previous 
year, (2) revised estimates of the year just coming to a close, and 
(3) the preliminary forecast for the coming year. Part H, the 
explanatory memorandum by the Financial Secretary, was also 
amplified with fuller details of revenue and expenditure. The 
budget procedure was also elaborated and systematized. It con- 
sisted of five stages. The first was the introduction of the budget 
at the close of February; next came the consideration of fresh 

* See O'Oonnor, Judicial and AdminiHrative Statiitics of Briftsh India, where 
he shows th&t in Meilraa each Collector had to collect on an average Ks. 28 lakhs 
of land revenne and cesses, in Bombay Es. 17 lakhs, in Bengal Es. 9 lakhs. Thus 
a Madras Collector's responsibility was almost three times that of a Bengal Col* 
led or. 111118 was the cause ol the hard work complained of by the Madras officers 
to the Eeeentralization Commissioners and to this was attiibuied the loss of 
contact between the officeis and the people [Deo. Comm Prooeedings, vol. 11 
(Madras), pp. 242, 247, 249), 

* Madras Chamber of Commerce (Annual Volume), 1897, pp. 207-15; 1900, pp. 
81-2; 1901, pp. 120-87; the Eablio Memorial from Madras to the Viceroy, 
2 Oeptemhw 1901 (Parliamentary Paper, C 947 of 1920), pp. 83-5. 
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proposals. Then the whole Council went into Committee and an 
official Member explained the figures under each of the major heads 
of account which were open to discussion. At both the second and 
third stages, members could ask for further information and move 
Eesolutions, Such Eeaolutiona would be discussed and tlio 
Council could divide on them. After this came the fourth stage, 
the presentation of the budget in its final form incorporating the 
modifications agi'eed upon, and with it was delivered the speech 
by the Finance Member. Finally, there was a general discussion 
at an adjourned meeting of the Council, and the Finance Member 
and the President of the Council made their final speeches. 

Thus, in form, the budget procedure was elaborate, but in 
reality, the financial administration was entirely controlled by the 
G-overnment. 



CHAPTER XXIII 


FINANCIAL DEVELOPMENTS, 1905-20 

Impobtant changes took place, between 1905 and 1920, in the reve- 
nues and expenditure of tlio governments in India. The increasing 
outlay on education, agriculture and other social services involved 
considerable additions to the civil charges; while the reorganization 
of military services and the World War of 1914-18 swelled the 
expenditure on defence. The older heads of revenue — land revenue, 
opium and salt duty — ^proved to be incapable of meeting the strain; 
but the newer sources like customs and income-tax were made to 
yield larger amounts. The excise revenue also expanded. In this 
way a modern system of revenue was evolved in India during the 
period under survey. The years between 1905 and 1920 fall into 
two well-marked periods : pre-War (1905-13) and War (1914-20). 

§1. Pre-Wat Period 

The impetus given by Lord Curzon to agricultural research 
and to educational and police reform was maintained under Lord 
Minto and Lord Hardings. In 1905 permanent annual grants 
were made to the provincial Governments for the improvement 
of primary education (£283,000), for police reform (£333,000) and 
for the development of agricultural research (£133,000). These 
grants were subsequently increased and thu.s the provinces were 
enabled to spend more on those services. Similarly, permanent 
grants amounting to £377,000 a year were also made to District 
and Local Boards all over India. The famine insurance scheme 
adopted in 1907 also increased the bm’dens of the central Govern- 
ment. On the defence side, the implementing of Lord Kitchener’s 
scheme for the reorganization of the army cost the Government 
more than £2,000,00^0 annually for some years. 

While expenditure was thus growing, the older heads of 
revenue were either stationary or falling. Opium was the most 
vulnerable of the revenue sources of India, as it depended largely 
on consumption outside the country. From 1907, agreements were 
made with China for the gradual diminution and ultimate extinc- 
tion of the export of Indian opium to China. By the first 
agreement (1907), total exports from India were to be limited to 
61 ,900 chests in 1908 and to be reduced by 6,100 chests in each of 
the succeeding years. By another agreement (1911), Government 
were bo issue a certificate for each chest exported and provision was 
made for an early cessation of the expoits to China. The quantity 
exported to Oliina thus fell rapidly from 1908. In order to make 



302 


IfRDBRAlj RINANCB IN INDIA 


up for the consequent fall of revenue, the customs and excise duties 
on liquor, and the customs duty on tobacco, silver and petroleum, 
were increased in 1910. However, this J'evenuo did not immedi- 
ately show a corresponding dechne, owing chiefly to the rise in 
the price of opium and to the fall in its cost of production. Thus 
revenue rose for a time; and these windfalls were utilized for 
reducing debt and making larger grants for expenditure on educa- 
tion. After 1912, the exports became much smaller.^ 

The revenue from salt recorded a steady decline during the 
period. Taking advantage of the series of budget surpluses after 
1900, Indian leaders like G. K, Goklrale carried on a persistent 
agitation for the reduction of the salt tax, and the Government 
reduced the duty successively from Rs. 2-8 a maund in 1900 to 
Es. 2 in 1903, Ee. 1-8 in 1906 and finally to Re. i in 1907. These 
reductions in duty led to a regular decline in revenue and the 
increase in consumption, although large, was not enough to make 
up for the falling rates. 

The revenue from provincial rates also declined considerably, 
owing to the abolition in 1905-6 of several of the cesses under 
this head and owing to the disappearance of others which had 
been transferred to local funds. 

As for land revenue, an increase was possible only in tempo- 
rarily settled tracts, and even there tlie revenue as a whole remained 
more or less stationary owing to the prevalence of unfavourable 
agricultural conditions in one part of the country or another. 

There was, however, an improvement in the customs, excise, 
income-tax and railway revenues. Evidently there was a great 
increase of trade, both external and internal, during the period, 
and this enabled India to modernize her tax system. The increase 
of customs revenue was largely due to the great expansion of 
foreign trade during the period, as will be clear from the following 
table 



Year 

Imports £ 
(000) 

Exports £ 
(000) 

Avei'age 

of 1880-1 to 1884-6 

... 33,754 

52,964 

) j 

1885-6 to 1889-90 

... 40,798 

69,168 

9 t 

1890-1 to 1894-6 

... 45,647 

67,623 

) t 

1895-6 to 1899-1000 

... 46,956 

69,100 

3 3 

1900-1 to 1904-5 

... 55,746 

87,336 

* 1 1 

1906-6 to 1909-10 

... 77,297 

111,943 

19L0-11 

* • . *». 

... 86,236 

137,081 

1911-12 

. > ■ .#• 

... 92,383 

147,878 

1912-33 

. • • • 

... 107,327 

160,899 

1918-14 

... ... 

... 122,166 

162,800 


The enhancement of rates was also partly responsible for the 


1 Moral and Material Promese Pepori, 1911-12, pp. 190-1, 196. 
» ibid., 1911-12, p. 286; 1912-18, p. 67; and 191!fl4, p. 66. 
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increase in the customs rovenuo. In 1906 the duty on imported 
spirits and liquors was raised from Its. 6 to "Els. 7 per proof gallon. 
In 1910, on account of the apprehension of a fall in the opium 
revenue, further enhancements were made in the duties on liquor, 
tobacco, silver and petroleum. 

During the same period the excise revenue also increased con- 
siderably. When the import duties on liquors wore raised in 1910, 
the excise duties on them were also increased. Thus the excise 
revenue rose fi-om 114,000,000 in 1901-2 to i‘8,456,771 in 1913-14. 
The increase under stamps was also substantial, especially after 
1910, when the rates wei'e raised. 

Till 1900, the Eailways were a source of embarrassment to the 
Government of India. But from that year a net profit accrued 
to the State from their working. By 1913-14, the revenue from 
the Eailways had risen to ^4-7 millions annually. 

The period under survey was on the wliole a prosperous one 
and, except in 1907-8 and 1908-9, there were substantial surpluses 
in the central budget. It was therefore possible to distribute the 
large grants for provincial expenditure mentioned above. 

§2. Indian Finance during tho War: Increased Revenues 

The period 1914 to 1920 was one of heavy taxation, high prices 
and an embaiTassing financial position. This was chiefly the 
result of the World War of 191448. Apart from making a hand- 
some contribution (£100 millions) to Great Britain for war 
expenses, India had also to make large additions to her own 
military expenditure. The expenditure on defence rose from 
£20'2 millions in 1913-14 to £60*7 millions in 3920. Even after 
the conclusion of peace the defence charges went on increasing 
owing to the reorganization of the Indian Army, the Afghan war 
and the operations against the restless tribes on the North-West 
Frontier. As a result the expenditure on mililaiy services came 
to nearly Es. 70 crores in 1921-2. At the same time the civil 
expenditure also increased, rising fc'om £36 millions in 1913-14 
to £23*7 millions in 1919-20. Tins was mainly due to the increase 
of prices and the increased expenditure it involved on establish- 
ments and salaries. The following table shows the budget position 
in regard to the civil and military services : 


Year 

Total 

revenne 

£ 

1 ; 

Total 

exponditure 

£ 

Surplus (+1 
or 

Deficit (-) 

£ 

Mllibaiy 

charges 

£ 

1913.U ... 
1914-16 .. 
1916.16 ... 
1910-17 ... 

1917- 18 ... 

1918- 19 ... i 
1919.30 ... ! 

1 86,307,176 

81,167,666 
84,413,637 
98,060,430 
U2, 663,847 
133,967,744 
131,667,287 

82,894,763 

83,942,936 

86,002,198 

90,672.260 

104,675,278 

137,078,168 

147,436,876 

-1-2,312,428 

-1,786,270 

-1,188,661 

+7,478,170 

+8,087,074 

-8.830,409 

-16,768,689 

21,266,766 

21,809,603 

28,608,093 

26,606,787 

I 80.763,660 
46,880,310 
60,688,699 
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As the War was not expected to last very lony, the budget 
deficit for 1914-15 was met by temporary borrowing, but it became 
clear before long that additional taxation was essential and it was 
soon imposed. In the meantime, however, there was considerable 
borrowing at high "rates of interest. The public debt of India 
which stood at about Rs. 500 evores in 1914 rose to about Es. 700 
crores by 1919; and the interest charges increased from £1'5 
millions in 1913-14 to iS-O millions in 1919-20. The increase was 
principally due to the annual charge on India’s war contribution 
of £100 millions. 

Raising additional revenue from taxation is exceptionally diffi- 
cult in a countiy like India which still depends so largely on 
agriculture. The scope for direct taxation — the sheet-anchor of 
war finance — is therefore very limited. Nor were there better 
prospects of increasing the revenue from indirect taxation at the 
outbreak of the War. Customs revenue had indeed been steadily 
rising owing to the rather rapid expansion of foreign trade. But 
the War placed a serious impediment on the free flow of trade. 
As a result partly of the dihlocation caused by the War and partly 
of the restrictions imposed on trade in the interests of tho Allies, 
there was a rapid shrinkage in the sea-borne trade of India soon 
after the War broke out. The imports fell in value from 
£122 millions in 1913-14 to £87'5 millions in 1916-16 and the 
exports fell from £162*8 millions to £128*8 millions in the same 
period. The customs revenue also fell from £7*5 millions in 
1913-14 to £5*8 millions in 1915-16. 

The situation was indeed serious, but Sir William Meyer, the 
resourceful Einance Member, handled it dexterously. The general 
import tariff of the counti*y still remained at 5 per cent., as laid 
down by the Indian Tariff Act of 1894. In 1916 the general 
tai*ifl was raised to 7J per cent. ; the rate of 1 per cent, on certain 
classes of iron and steel goods was raised to per cent, and 
import duties were imposed on railway materials which had 
hitherto been free. The import duly of per cent, ad valorem 
on woven goods was not revised. The question of raising it was 
considered, but the strong opposition from Lancashire prevented it.^ 
An export duty had already been levied on rice; export duties 
on juie and tea were added in 1916. Special import duties were 
levied, on sugar at 10 per cent., on silver bullion and coin at 4 as. 
per oz., on silver manufactures at 15 per cent, (reduced to 10 per 
cent, in March 1917), on coal at 8 as. a ton, on ai’ins and ammu- 
nitions at 20 per cent,, on cigara and cigarettes at 50 per cent., 
on petroleum at 1 anna 6 pies per imperial gallon, on petrol at 
6 as. per gallon, and on spirits at varying rates but generally at 
Es. 11-4-fl per imperial gallon. 

There were furfchex* increases in the tariff in 1917. The import 
duty on cotton goods was fixed at 7} per cent, ad valorem. The 


‘ Bndgeji Statement (1916-17), pp. 13-14. 
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export duty on jute was also doubled. The raising of the import 
duty on cotton goods, without a corresponding increase in the 
countervailing excise duty caused heart-burnings in Lancashire, 
but the Governmont of India effectively put forward the plea that 
an inci’ease in the duty was necessary to enable India to pay the 
War contribution. The result was a ^sharp rise in the customs 
revenue, from £6'8 millions in 1915-16 to £15 millions in 1919-20. 
These high import duties were reduced after the War, as we shall 
see later. 

Another source to which the Government turned for additional 
revenue was the income-tax. Till then the revenue from income- 
tax hardly amounted to £2 millions. Personal incomes above 
Rs. 1,000 were subject to tax, but the rates were the same for all 
incomes. In 1916 the rates on incomes above Es. 6,000 were 
placed on a progressive basis ranging from six pies to one anna in 
the rupee. The profits of companies and the interest on securities 
which hitherto paid 4 pies if below Es, 2,000 and 6 pies if above, 
were also made subject to the enhanced rates, but an abatement 
was allowed in the case of the smaller share-holders and security- 
holders, Over and above the ordinary income-tax, a super-tax was 
also levied from 1917-18 on incomes above Es. 60,000, at rates 
rising from one anna in the ruisee to three annas. In 1920 the 
super-tax was brought into relation with the ordinary income-tax 
and began to be levied at a flat rate of one anna in the rupee on 
the whole income of companies and firms in excess of Es. 60,000. 
The prolongation of the War and the increasing expenditoe it 
entailed led to the levy, in 1919, of an excess profits duty on all 
businesses which made a retiu’n of profits exceeding Es. 80,000, 
with the exception of agriculture, salaried and professional 
employments depending upon personal sltill, and concerns wMoh 
already paid the excess profits duty in the United Kingdom, 
Excess profits were defined as iJie difference between the 
profits returned in 1918-19 and the average of the profits 
returned in the two pre-War years and the first two years 
of the War, and the levy was half the excess. But this 
levy was made only for one year and was not renewed in 
1920. As a result of these enhancements, the revenue from 
income-tax rose from £2 millions in 1913-14 to £16*5 millions 
in 1919-20. 

The revenue from railways also expanded during the period. 
Owing to the great increase in the demand for transport facilities 
for munitions purposes and movement of troops, the existing rolling 
stock was used to its full capacity, and railway receipts mounted 
up. The increase of railway traffic was also partly due to the 
shortage of coastal shipping and the greater activity of internal 
trade resnltiug from the increased production of war materials for 
export to the allied countries. In this way the net receipts of 
raUwayg increased from £16'8 millions in 1914-16 to £21'3 millions 
in 1919-20. 

20 
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The revenues from opium and salt were also made to expand 
to some extent during the war. By the agreement of 1911 the 
opium trade with China came to an end in 1916, and the revenue 
from opium fell to the low figure of ;61'5 millions in 1914-15. As, 
however, the Turkish supply was cut off at this time, the Govern- 
ment of India were able to hourish the European market for Indian 
opium. Arrangements were also made for the supply of Indian 
opium to the Straits Settlements, Hongkong, Dutch Bast Indies, 
Siam and other parts of Asia. Thus the opium revenue increased 
to d63‘3 millions in 1918-19. 

The attempts at increasing the revenue from salt were not 
equally successful. In 1916 the tax was raised to Re. 1 per maund 
in India and the same rate was introduced into Rurma in 1917. 
But the increase in revenue was small, as may be seen from the 
table below, which gives in a nutshell the increase of revenue 
under various heads. 


Bevenue Heads 

ffn 

crores of Bnpees) 

1914.16 

1917.18 

1920-1 

X/and revenue 

• < • 


31-8 

82 4 

32-0 

Provincial rates 



06 

08 

•04 

lucome-tex 



8-05 

0-60 

32'a 

Oastoms 



9-4 

16-6 

81'9 

Salt (net) 



6-4 

7-7 

6-8 

Opium (net) 



1-6 

3-9 

2-3 

Excise 



13-2 

16-1 

20-4 

Bailways (net) 

• •• 


3-3 

14-9 

■6-6 

Total revenue 



121-7 

167-8 

204-9 


§3. Features of War Finance, 1914-19 

The War exposed the Indian financial system to a serious 
strain and created various difficulties in regard to currency, 
foreign exchange and pubhc debt. During the War, the Govern- 
ment had to raise large revenues and make extensive disbursements; 
owing to an excess of exports over imports the balance of trade in 
favour of India increased abnormally and this led to the issue 
of vast quantities of currency notes against unrealizable paper 
credits in London, Thus the note issue was made practically 
inconvertible for a time. The abnormal demand for India's staples 
and the large increase in the quantity of money led to a price boom 
with all its ugly economic and social consequences. Consequently, 
there was an unprecedented demand for silver whoso price soared 
to dizzy heights and owing partly to this and partly to the abnormal 
trade situation, there arose wide fluctuations in the rupee exchange 
which adversely affected Indian trade and industry at a critical 
^6, Owing to the soaring silvo* prices, the Indian ourrenoy 
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system was brought to dive straits in 1918, and possibly a declara- 
tion of inconvertibility would have followed had it not been for 
the Pitman Act of the United States, which enabled India to 
piu’chase 200 million ounces of silver from that country and thus 
weather the storm. 

As soon as the War broke out, there was a lun on the Post 
Office Savings Bank, the treasimes and the Currency Offices. 
The Government met these demands fully and promptly and 
handled the situation dexterously. But other difficulties lay ahead. 
The Government’s ways and means opei'ations caused consider- 
able anxiety. No doubt the Government had in the last resort 
ample resources to draw upon both in India and in England, but 
the money did not lie where it was wanted. The Government 
balances were locked up in a large number of independent treasuries 
scattered all over the country, and only a small part was kept in 
the Presidency Banks. This aggravated the Government’s diffi- 
culties besides increasing the seasonal monetary stringency in the 
country. 

An embarrassing situation was created by the lai'ge disburse- 
ments in India on behalf of the British, Australian and East 
African Governments amounting in all to over £ 24:0 millions during 
1914-19, and by the heavy selling of Council Bills to finance the 
swelling exports. The principal resouines which the Government 
used for meeting these demands were (1) the accumulated surpluses 
of the central and provincial Governments, (2) War loans raised 
in India including the Post Office Cash Certificates, (3) the issue 
of short term Treasury Bills from 1917-118 maturing in 3, 6, 9 and 
12 months, (4) the expansion of paper currency against the holding 
of British Treasury Bills in London and later against ' created ’ 

- securities, and (5) the coinage of silver remitted by the Secretary 
of Stale and by the Government of the United States under a 
special arrangement as mentioned above. ^ 

Some valuable lessons were learnt by the Government of India 
during the crisis of 1914-19. The most important of them from 
our point of view were in regard to borrowing. Till the War 
broke out, whenever a loan of considerable size was contemplated, 
the Indian Government invariably turned to the Bnghsh 
money market on the ground that loans could be raised at 
lower rates of interest in England than in India and that 
the ‘ shy ’ capital of India could not be brought out by ordinary 
modes of coaxing. During the War the resources of the English 
money market were fully employed by the British war demands 
and it was not therefore possible for the Government of India to 
float loans in England. Sheer necessity therefore compelled the 
Government to raise loans in the Indian money market, but the 
attempt was by no means disappointing. Before the War, rupee 

^ B, Gt. Ftmandikar, Eoowmio Oonsequenoes of tho War far India 
pp. 179-220. 



§06 sedbual pitJANOB w india 

loans did not exceed Es. 3 crorcs in any one year, but in 1917 
the Government raised an amount of Es. 63 crores, followed by 
Es. 67 OTores in 1918. Thus the strength and potentialities of 
the Indian money market were proved beyond doubt. This was 
in many ways an important revelation and it has turned out to 
be gratifying to both England and India. 

Por the moment however what interested the Government most 
was that it could pay India's war contribution and could obtain 
funds for financing war expenditure within the country. It was 
also realized that the people of the country would benefit by the 
interest on the loan being disbursed in the country. ‘ Other 
important consequences soon came to light. Hitherto the subscrip- 
tions to the loans raised in India had come for the most part from 
a few banks and financial houses. The loans were allotted on 
tender, and it was therefore hardly possible for small investors 
to subscribe to them. As early as 1917-18 the Einance Member, 
Sir William Meyer, dwelt on the need for ‘ creating opportunities 
for the small investor — a class which has been too neglected in 
India’.® The issue in 1917 of Post Office Cash Certificates for 
very low amounts made it possible for men of small mearifl to 
invest in war loans. Other loans also were within the means of 
the smaller investor. The result was a large increase in the 
number of people who ware holders of Government securities. 
In 1917 the number of investors, excluding purchasers of Cash 
Certificates, was 165,103; whilst 227,706 persons subscribed to 
the 1918 loan. 

Sir James Meston, who followed Meyer as Finance Member, 
fully realized the significance of these new developments. In 
hk Financial Statement for 1919-20, he wrote : ' It is clearly of 
the highest importance that we should do all we can to retain 
and if possible increase, our new clientele and so foster the seed 
which we hope we have sown. In the first place, India, if she 
is to exploit to the full her vast natural resources, will require a 
large outlay of capital both by the Government and by private 
enterprise, and for this purpose a steady stream of investment 
within Inffi'a is essential. Secondly, the gradual spread throughout 
the country of a habit of investment will help to divert to fruitful 
purposes India’s sterile hoard of precious metals to the mutual 
advantage of the individual and the State. Thirdly, the eEect of 
the substitution of investment for hoarding will minimize India’s 
demand for future additions to her metallic currency and thus help 
to solve one of the most pressing problems in front of us. Progress 
in this direction must, I need hardly say, go hand in hand with 
the very necessaiy development and extension of banking 
facilities-’® 

Another financial innovation during the War was the issue of 

‘ Fimmoial Statement (1918-10), p. 23, 

’ FinaJicjal Statement (1917-18), p. 78. 

' S^naucial Statement (1919-2(0, p. 16. 
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Treasury Bills, the need for which arose in connexion with the 
large disbursements on behalf of the British War Office and the 
heavy sale of Council Bills in London. The issue of Treasury 
Bills has since become a normal feature of Indian finance and 
its advantages need not be described here. 

In spite of such timely measures of increased taxation and 
financial adjustment, the year 1918-19 closed with a deficit of 
Es. 6 crores and in the year 1919-20 the deficit amounted to Es. 24 
crores. For the time being, however, boom conditions prevailed; 
the foreign demand for India’s produce was still strong, and as a 
result there was a laige balance of trade in India’s favour and the 
rupee exchange ruled high. But the boom soon collapsed, as 
we shall see presently. 



CHAPTER XXIV 


FIRST STEPS IN RESPONSIBLE GOVERNMENT 

§]. An Essential Condition for Devolution 

The inquiries of the Eecentralization Commission made it clear 
that no fm-ther advance in financial decentralization was possible 
until government in India came under some degree of popular 
control. It was generally agreed that, in the interests of efficiency 
as well as harmony, provincial Governments should have greater 
financial powers, but no devolution was possible so long as they 
were managed and controlled so completely by officials. The 
British mind has always been suspicious of bureaucratic control, 
and this was the psychology behind the constant watch kept on 
Indian governments by the Secretary of State — a vigilance which 
grew in intensity with every increase in governmental activity in 
India. This was also the chief motive behind the interference 
by Parliament in Indian affairs, and thei-e have always been public 
men in Britain vigilantly following the trend of developments in 
India. Parliamentary intervention in Indian affairs has not 
always been beneficial; but in many cases it was due to a desire 
not to give a free hand to a bureaucracy operating in a distant 
country. In these circumstances. Parliament guarded jealously 
its right to keep a strict control over the governments in India. 

It is interesting to note that Indian opinion was nearly in unison 
with British opinion in this matter. The successive measures of 
financial decentralization did not excite any great enthusiasm 
among Indian political leaders; they held that the transfer of 
power sought was merely from one official Government to another, 
and although they realized that financially autonomous provincial 
Governments would work more effectively for the material deve- 
lopment of the country and thus ensure a more rapid growth of 
social services like education and sanitation, they nevertheless 
were against giving greater powers to the provincial Governments 
until they were deofficialized to a considerable extent. This was 
the reason why the Indian witnesses before the Decentralization 
Commission were lukewarm in their advocacy of increased powers 
for the provincial Governments. The exclusion from their terms 
of reference of the question of relaxing Home control, which 
Lord Morley insisted upon, made it impossible for the Commission 
to diagnose the disease properly and suggest any radical remedy. 
On this ground Sir Pherozeshah Mehta, perhaps the foremost 
Indian leader of the day, even declined the invitation to submit 
his views to the Commission, ‘ No official decentralization standing 
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by itself would be of much beuefit,* he wrote, ‘ unless it were 
safeguaxded by such checks as conld be provided for by measures 
of publicity and popular control.’ ‘In some respects,’ he added, 
‘ large powers in the hands of local officials, unless so guarded by 
cheeks, might prove more oppi'essive than at present.’ 

Gopal Krishna Gokhale and Bal Gnngadhar Tilak, leaders 
respectively of the moderate and the extremist wings of the 
national movement, appeai’ed before the Commission, but expressed 
the same views as Mehta. Gokhale feared that ‘ local despotisms ’ 
might arise in the provinces and districts if popular control was 
not provided for. He agreed that the Collector's position was 
being impaired by various influences, but he would not recommend 
any increase in that officer’s powers unless he was associated with, 
if not controlled by, popular representatives.^ Tilak saw in the call 
for greater decentralization ‘ the cry of local officers to get a freer 
hand ’ , and he flatly denied that the Indian public were interested 
in such decentralization. Sir B. N. Sarma was not prepared to 
recommend any relaxation of central financial control, ‘until the 
people were in a position to have a voice in questions of taxation 
and expenditure ’.^ 

But how and when were the Indian people to obtain control 
over their governments? On this point opinion differed among 
British administrators in India. In earlier days, benevolent 
officers nice Sir Thomas Munro and Sir M. Elphinstone had no 
doubt that they were only preparing India for future self- 
government, and several others repeated similar generous senti- 
ments in the course of the nineteenth century. Liord Bipon went 
farthe.st among them all. His faith in popular government was 
too robust to be disturbed by the social and political impediments 
to the growth of democracy in India, and he declared nnequivocally 
that the Government’s purpose in increasing the responsibilities 
of municipalities and local boards was to give the people political 
training.® 

But other administrators, equally disinterested, seriously 
doubted whether India would become fit for self-government at 
any conceivable date. They were more impressed by the absence 
of national unity, the frequency of Hindu-Mnslim riots, the low 
level of education among the common people, and in particular 
the vastness of the country and its population. Sir Henry Maine 
expressed the view that, ' Human experience affords us no ground 
at present for supposing that the institutions of popular govern- 
ment ... are capable of being applied at all to numbers expressed 
by such figures ’ (as in India). But, Maine was no friend of 
popular government and was a severe critic of it even in Western 

‘ For Gokhale’s views, see Deeeniralization Commiision Proceedings, vol. YDDC, 
p. SOS. 

** op. o5t„ Tol. n (Madras), p. 30fi, 

* Bipob wrote in 1881 : * I get more radical every day, and the eflect of despotic 
power has so far been to strengthen my liberal coAyicnons.* yVelf's Ptvpon, XT. 
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Europe ■ He considered it as a passing phase in human develop- 
ment. But it may be remartied that fitness for popular government 
is not an essential condition for self-government. 

Although the distant goal was not at all clear, efforts wero made 
from 1861 to give the people of India a growing share in the 
government of the country. A few nominated Indian gentlemen 
sat in the Indian Legislative Council from 1861, and from 1892 
their numbers increased and some of them were selected from cer- 
tain public organizations. It was clearly stated that the object of 
adding these few Indian members to the Council was not to give 
them political ti'aining but to obtain the benefit of their criticism 
on the legislative measures contemplated by the Government from 
time to time. The Legislative Councils in those days did not 
discharge any deliberative functions; they only made laws. 

In 1909, the number of Indian members in the Legislative 
Councils was largely increased and most of them were elected. 
An Indian Member was appointed to the Executive Council of 
the Viceroy. All this was done, not with a view to the intro- 
duction of a Parliamentary system of government in India, but 
to satisfy the ambition of educated Indians and thus ‘ to fortify 
the basis of authority on which peace and order and all the 
elements of public good in India depend Lord Morley, the 
author of the reforms of 1909, flatly denied that it was his 
intention to introduce a pai'liaraentary system into India, and ho 
went to the extent of declaring that, even if his life were pro- 
longed to twenty times its normal length, he would never make 
that system the goal in India. However, under the reforms intro- 
duced by him, the provincial Legislative Councils were so consti- 
tuted that they could not be expected to work smoothly. Many 
of them bad non-official majorities and, since they were given the 
power to criticize, it became difficult to withhold indefinitely the 
right to control policy. 

§2. The Durhar Dispatch 

The Coronation Durbar of December 19H was made the 
occasion for an important pronouncement on Indian policy by His 
Majesty the King-Emperor. It contains in germ the principle of 
provincial autonomy, and may be quoted in fuU ; 

The maintenance of British rule in India depends on the ulti- 
mate supremacy of the Qovernor-Genei’al in Council, and the Indian 
C^uncife Act of 1909 itself bears testimony to the impossibility 
of allowm" maltem of vital oonoern. to be decided hv a majority of 
non-official votes in the Imperial Legislative Council. Nevertheless 
](i is certain that in the coui'se of time the just demaud of Indians 
laj^ger share in the government of the oountrv will have to be 
satisfied and the question will be how this devolution of power can be 

• B»pott on Oonstituiional Refomt G918), p, 48, 
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conceded ■wiibout imijainng the supreme aulhority ol the Governor- 
General in Council. The only possible solution of the difficulty would 
appear to be e*'Rdually to give the proiinces a larger measure of 
self-goveinmeui, until at last India would consist of a number of 
administrations, autonomous in all interual affairs, with the Govern- 
ment of India above them all and posseusing power to interfere in 
oases of misgovemment, but ordinarily restricting their functions to 
matters of imperial concern, In order that this consummation may 
be attained, it is essential that the Supreme Government should not 
be associated with any particular provincial Government. The 
removal of the Government of India from Calcutta is therefore a 
measure which will in our opinion materially facilitate the growth of 
local self-government' on sound and safe lines. It is generally recog- 
nized that the capital of a great central Government should be 
separate and independont, and effect has been given to this principle 
in the United States, Canada and Australia. 

This pronouncement contains three connected ideas : (1) that 
the I’ust demands of Indians for a greater share in government can 
be met in the provincial sphere; (2) that therefore provincial 
autonomy should be the goal to be aimed at; and (3) that the 
establishment of the capital in a territory outside provincial limits 
would be a necessary step towards provincial autonomy. The 
tenor of these announcements led Indian politicians to hope that 
a change in the government of tlie provinces would shortly be 
made as a beginning towards provincial autonomy. But this hope 
was soon shattered, On 24 June 1912 the Secretary of State 
(Lord Crewe) spoke as follows in the House of Lords : 

Thera is a certain section in India which looks forward to a 
measure of self-government approaching that which has been granted 
in the Dominions. I see no future for India on these lines. The 
experiment of extending a measure of self-government practically freo 
from parliamentary control to a race which is not our own, even 
though that race enjoys the services of the best men belon^ng to 
our race, is one which cannot be tried. It is my duty as Secretary 
of State to repudiate the idea that the dispatch implies anything of 
the kind as the hope or goal of the policy of the Government. 

On 29 June, adverting to the same point, he said : ‘ There 
is nothing whatever in the teachings of History, so far as I know 
them, or in the present condition of the world which makes such 
a dream even remotely possible. ... Is it conceivable that at 
any time an Indian Empire could exist, on the lines, say of 
Australia and Hew Zealand, with no British officials and no tie 
of creed and blood which takes the place of these material 
bonds? ... To me, that is a world as imaginary as any Atlantia 
or any that was ever thought of by any ingenious brain of 
any imaginative writer.’ This was another blow, and a worse 

' The nee of the tenn ‘ Local eaU-goyernineiit ’ to denote pcovinciel autonomy 
is altogether misleading and even confounding; but such use was not uncommon 
in those days. 
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cliBillusionraent, to the expectant politicians who had not yet 
recovered from the after-efCecls of Morley’a pronouncement of 1909. 

However, Lord Hardinge who was more tactful than his 
principal at Home, went on seeking out and setting in order ‘ many 
inventions in the domain of decentralization’.’ It was not for 
him to deal with ‘ vague and distant aspirations ’ and he was 
satisfied with more reasonable and practical aims. A Eoyal Com- 
mission was appointed in 1912 to inquire into the possibilities of 
giving a greater share to Indians in the public services. A Legis- 
lative Council was established in the Central Provinces. Hardinge 
also tried hard to strengthen local self-government. By an Act 
of 1912 (Act Xm) the City of Delhi and part of the Delhi District 
were separated from the Punjab and placed under the immediate 
authority of the Governor-General in Council. Thus, although at 
too heavy a coat, India secured a capital which occupies a position 
analogous to that of Washington in the United States, Ottawa in 
Canada and Canberra in Australia. 

But, those ‘ vague and distant aspirations ’ went on persistently 
claiming recognition, and although the outbreak of the War led 
to a temporary cessation of agitation and a sincere expression of 
loyalty, the disaffection was working underneath and it expressed 
itself in a revolutionary movement which worked mostly outside 
the country. 


§3. The Darhness before Dawn 

The anomalies of the situation became most pronounced in 
the period between 1912 and 1917. lu spite of the pronouncements 
of 1911 and the many liberal measures earned through by Lord 
Hardinge, the position of the provincial Governments did not 
improve to any material extent. On the other hand, we have 
grounds for thinking that the control of the central Government 
was further tightened and that all provincial efforts which did not 
tally with the central Government’s intentions were vigorously 
opposed. 

Genera] Sir O’Moore Creagh, who was Extraordinary Member 
of the Yiceroy’s Executive Council from 1909 to 1914 wrote as 
follows in a book published in 1917 :® ‘ The interference of the 
Governnient of India with local Governments is such that a 
theoretical authoiity is alone left to them. The provincial adminis- 
tration is hampered and controlled in all things by the Government 
of India . . . When 1 joined the Government of India in 1909, 
this state of things was bad enough. When I left in 1914, it was 
infinitely worse, and then all the indications were that it was only 
a matter of time until the position of local government would 
become wholly impossible, that is, if some definite poUoy of 

* Bepart on Gonstitutional Reforms 0-918) i p. B. 

’ Indian Stadias (1917}> paasub. 
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devolution were not quickly adopted . . . There ie no clear defini- 
tion of the relations between tlie Government of India and local 
Governments, nor is there any definite policy regarding it. Tt 
depends solely on the personality of the Governor-General and the 
amount of control exercised over him by the Secretary of State.’ 
Apart from condemning the ‘ insane craze for centralization ’ , 
Sir O’Moore also deprecated the concentration of authority on the 
Governor-General and his Secretariat and the waning authority of 
the Executive Council. 

LoJ’d Sydenliam, Governor of Bombay, confirmed the above 
picture in a paper published by him in the Nineteenth Century 
and After . ' ‘ The practice of interfering in provincial matters ’ , 

he wrote, ‘ has greatly increased in recent years, not of set 
purpose so much as on account of want of a clear policy.’ Accord- 
ing to him, to push centralization to such lengths in a country of 
the size of India was as if a Government operating from Eigha 
Kulm and moving to Eome for the winter tried to rule all Europe ! 
Sydenham also quoted examples of refusal by the central Govern- 
ment to sanction schemes on which officials as well as non-officials 
were agreed, of interference by Inspectors-General (of whom there 
were as many as fourteen at the time) in provincial administration , 
of urgent provincial business being delayed by the central 
Government’s Secretariat, and so forth. In his opinion the policy 
was as futile and foolish as passing a steam-roller over the vast 
and diversified area of India. 

An example of the difficulties under which the provincial 
Governments were then labouring may be given here. In 1912 
there arose a difference of opinion between the Government of 
Bombay and the central Government in connexion with the 
Elementary Education Bill. The proposal was very popular in the 
province and a Eesolntion on the subject moved by an elected 
member found great support, The Government accepted the Eeso- 
lution and it was passed unanimously by the Council. It was 
then sent to the Government of India for approval, but both 
the central Government and the Secretary of State pronounced 
the attitude of Bombay altogether unconstitutional on the ground 
that it was incumbent on the provincial Government in the conduct 
of the business of the Legislative Council to avoid disclosing differ- 
ences of opinion between them and the central Government. On 
that occasion, Lord Crewe emphatically declared that ‘ there is 
for India one system of administration and one alone : and it 
is only by bearing steadily in mind this fundamental principle 
that the solidarity of the administration can be kept unimpaired 
and those disruptive tendencies controlled which must always form 
the chief risk of decentralization of authority’. 

This incident showed what a vast difference there was between 
professions and actual policy, and this happened immediately after 


» January 1917, pp. Sl-BQ. 
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the Durbar Dispatch, in which provincial autonomy was adum- 
brated as the goal for India. It also showed that the absolutist 
principles on which Indian governance had been based were still 
as powerful as ever. Education was obviously a matter in which 
a provincial Government could expect to have a fairly free hand, 
but even that was to be under rigid central control. 

The anomalous situation that emerged was one of nnstable 
equilibrium, and such instability was bound to harm both the 
rulers and the ruled. An intelligent critic put it thus : ‘ Up to 
Lord Curzon’s viceroyalty, there was a sturdy deteimination to 
do what was right for India, whether India altogether liked it or 
not. The reforms which followed his rdgime brought in a power 
of challenge and obstruction — ^influence without responsibility. . . . 
We must make up our minds either to rule ourselves or let others 
rule : there is no half-way house, except of course on the highway 
of deliberate transition. At present we are doing neither. ... If 
we returned to sheer despotism, we should carry many of the people 
with us and should secure an ordered calm. But that being im- 
possible, we must definitely show that we are moving from the 
Eastern to the Western ideal of rmle.’^ Eor good or evil the repre- 
sentative principle had already been introduced into India, and 
that was quite naturally regarded by tho people as envisaging the 
grant of more substantial power in future, for representation 
without real control was bound to work mischief. The only 
solution was to give some responsibility to the people’s representa- 
tives, since that alone enables the representative system to produce 
stable political life in any country. 

§4. The Announcement of 1917 

What the groans of the provincial Governments could not do, 
the War did. The princes and people of India offered their aid 
generously to the cause of the AUies, but the recrudescence of 
revolutionary propaganda and the repression it called forth created 
an awkward situation. Lord Ohelmsford, who came out as Viceroy 
in 1916, soon arrived at the conclusion that a radical modification 
of the framework of Indian government should be made without 
delay, and the Secretary of State (Mr Edwin Montagu) announced 
this decision in the House of Commons on 20 August, 1917. ‘ The 
policy of His Majesty's Government’, said he, ‘with which the 
Government of India are in complete accord, is that of the increas- 
ing association of Indians in every branch of the administration 
and the gradual development of seK-governing institutions with a 
view to the progressive realization of responsible government in 
India as an integral part of the British Empire.’ He also 
announced that 'progress in this pohoy can only be achieved by 
successive stages. The British Government and the Government 


' 6«e (u*. dt., p. 66, 
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of India, in whom the rosponsibility lies for the welfare and 
advancement of the Indian peoples, must be judges of the time 
and measure of each advance, and they must be guided by the 
co-operation received from those upon whom new opportunities of 
service will thus be conferred and by the extent to which it is 
found that confidence can bo reposed in them sense of responsi- 
bility.’ This will ever be remembered as one of the most momen- 
tous pronouncements in the history of British rule in India, for it 
meant the demolition of the Mogul groundwork of centralized 
autocratic government and the laying of the foundations for a new 
edifice on the enduring principles of widening liberty and pro- 
gressive autonomy. 

It should be carefully noted that the announcement of 20 
August embodied three principles, namely (1) the increasing 
association of Indians in every branch of aidministration, (2) the 
realization of responsible self-government, and (8) the realization 
of this goal by successive stages. The application of these prin- 
ciples to the definite conditions and needs of the country required 
a careful investigation into the administrative machinery of India, 
and in performing this task Mr Montagu travelled throughout 
India during the cold season of 1917 and studied the whole subject 
in intimate co-opeiution with Lord Chelmsford. The conclusions 
arrived at were embodied in the Report on Indian ConsUtutional 
Reforms (1918) which is a fitting monument to the industry, 
boldness and sympathetic insight of those two British statesmen. 
Tew constitutional documents connected with the British Emphe 
can claim such breadth of view and loftiness of purpose as this 
* Joint Report ’ ; and the beauty and simplicity of its language 
and the ordered flow of its arguments make it not merely a consti- 
tutional document but a literary masterpiece. It is true that the 
authors cannot claim originality for all the views contained in it, 
but in such a colossal political enterprise as the one they were 
engaged on, the detailed application of an idea to a practical 
problem is perhaps just as important as the original idea itseK. 
The Report is a document of permanent value, and will always 
be regarded as one of the monuments of British political wisdom 
and of British faith iu popular freedom. 

§5. Responsible Governvieni by Stages 

' No further development is possible unless we are going to 
give the people of India some responsibility for their own govern- 
ment.’^ This is the central idea underlying the Reforms Report of 
I9l8. The introduction of responsible self-government was 
therefore necessary. But there were various difficulties in intro- 
ducing such a form of government straightway. The authors of 
the Report fully realized the immensity of the task. Two broad 


* op. eit., p. 117. 
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facts were patent to all : firstly, the pathetic poverty and ignorance 
of the g]'eat bulk of the Indian people, and secondly, the innumer- 
able cleavages of religion, race and caste which constantly threaten 
the solidarity of Indian nationality. These circumstances, in the 
opinion of many, made popular government in any form out of 
the question for India. The authors of the Joint Report admitted 
that there were great impediments to the introduction of popular 
government; but they hoped that the new life into which India 
was to enter would itself be a remedy for many of its worst ills. 
In every way it was inexpedient to delay the initiation of the 
Indian people in the art of responsible government. Note the 
boldness and directness of the following words ; 

Our reason is the faith that is in us. We have shown how step 
by step British policy in India has been steadily directed to a point 
at which the question of a self-governing India was bound to arise; 
how impulses, at fii'st faint, have been encouraged by education and 
opportunity; how the growth quickened nine years ago, and was 
immeasurably accelerated by the War. We measm's it not by the 
crowds at political meetings or the multiplication of newspapers, but 
by the infallible signs that indicate the growth of character. We 
believe profoundly that the time has now como when the sheltered 
existence which we have given India cannot be prolonged without 
damage to her national life; that we have a richer gift for her people 
than any that we have yet bestowed on them; that nationhood within 
the Empire represents something better than anything India has 
hitherto attained; that the placid, pathetic contentment of the masses 
is not the soil on which such Indian nationhood will grow, and that 
in deliberately disturbing it we are w'orking for her highest good.^ 

They were not, however, prepared to recommend the introduc- 
tion of full responsible self-government at once. It must be 
brought in by stages, and the b^inuing must be made in the 
provincial sphere in the first instance. Experience would gradually 
accumulate; and then it would be possible by gradual steps to 
increase the measure of responsibility both in the provinces 
and at the Centre. The method by which the partial introduction 
of responsibility in the provincial Governments was to be carried 
out was dyarchy, which meant the division of government into 
two halves, one under the Executive Councillors responsible 
to the Governor and to the British Parliament, and the other 
under the Ministers responsible to the Legislature and the 
Indian electorate. Such was to be the transition from absolutism 
to responsibility. 

The province thus became the arena of further political develop- 
ments in Lidia, ‘ the domain in which the earlier steps towards 
the progressive realization of responsible government should be 
undertaken ’. It was decided to give the provincial Governments 
‘the largest measure of independence, legislative, administrative 


* op. cit., p. 08, 
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and financial, of the Government ol' India which is compatible with 
the due discharge by the latter of its own responsibilities For 
many reasons, this decision was wise and timely. Firstly, the 
introduction of responsibility was easier in the provincial sphere 
than in the central for the obvious reason that while the central 
Government dealt with defence and foreign policy which were 
definitely imperial interests of great iniportance, the provinces dealt 
with education, agriculture, public health and other social utility 
services. Secondly, these latter seivices were precisely those in 
which the people were principally interested and it was the slack- 
ness of progress in this field that roused the suspicion of national 
leaders. In several provinces the non-official members of the 
Legislative Councils had pressed for schemes of expansion of the 
social services, and the opposition of the executive to such schemes 
had produced discontent among the politically-minded classes in 
the country. Thirdly, as has been pointed out before, the dele- 
gation of financial powers to the provincial Governments had 
advanced to such a pitch that further progress was only possible 
if the provincial Governments were free from the interference 
of Delhi and Whitehall. The leading Indian politicians were 
strongly of this view. Gokhale’s political testament began thus :® 

' The grant of Provincial Autonomy foreshadowed in the Delhi 
Dispatch would be a fitting concession to make to the people of 
India at the close of the War. This will involve the two-fold 
operation of freeing the provincial Governments on one side from 
the greater part of the control which is at present exercised over 
them by the Government of India and the Secretaiy of State in 
connexion with the internal administration of the country and 
substituting on tlie other, in place of the control so removed, the 
control of the representatives of tax-payers through Provincial 
Legislative Councils.’ The decision was thus a valued concession 
to Indian opinion. 

The decision to make the provinces the domain for the intro- 
duction of responsibility prepared the way for the foundation of a 
federal system in India. Even before 1919 the provincial system 
of India had suggested federal analogies to outsiders, and the 
financial relations between the central Government and the 
Provinces, at any rate, had developed into an advanced stage of 
decentralization. Mr Montagu and Lord Chelmsford were con- 
vinced that a federal constitution was the only suitable goal for 
India, and they stated theii- view in unmistakable language. 
‘ Granted the announcement of August 20, we cannot at the 
present time envisage its complete fulfilment in any form other 
than that of a congeries of self-governing Indian provinces 
associated for certain purposes imder a responsible Government of 
India; with possibly what are now the Native States of India 
finally embodied in the same whole, in some relation which we 

' «p. dt., p. X94. ‘ Seiib, SpeecliM and DoctmewU, H, p. 111. 
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mU not now attempt to define.”- It was the mtrodnotion of 
responsible government in the provinces that formed the basis of 
this forecast. The adoption ol the goal of provincial autonomy 
meant the separation of the functions and finances of the central 
Government and the provinces. 

It is not proposed in this connexion to sketch the provisions of 
the Government of India Act, 1919. We are here concerned 
diiefiy with the division of functions and the separation of 
finances between the centre and the provinces. The first topic 
will be dealt with presently and the second forms the subject of 
the next chapter. 


§6. Dwision of Functions 

A demarcation of functions between the central Government 
and the provinces had already been recognized in practice. The 
Government of India jealously kept in its hands such matters as 
defence and foreign relations, posts and telegraphs, currency and 
public debt; but in matters like education, medical aid, agriculture 
and veterinary service, the provinces had great freedom of action 
although the ultimate control still rested with the central Govaru- 
ment. It was only by delegation that the provincial Governments 
came to, obtain such freedom, but the extent of the delegation was 
already rather wide and therefore the powers of the piovinces 
could be extended without much difficulty. But the extent of the 
delegation already effected was not the criterion for demarcating 
the fields of the two Governments. The fundamental consideration 
was ‘ whether the interests of India as a whole (or at all events 
interests larger than those of one province) or on the other hand 
the interests of the provinces essentially predominate Where 
broad national interests were mvolved, the subject should be 
treated as central, and where provincial influence predominated, 
the provincial Goveniments should be given the authority. 

The subjects classed as central were of at least three categories : 
(1) Matters which it would not be expedient to leave to provincial 
administration, mainly on account of the responsibility of the 
Government of India to the Secretary of State in regard to them : 
e.g, defence, external relations, relations with Indian states, rail- 
■ways, aircraft and inland waterways, shipping and navigation, 
major ports, posts and telegraphs, currency and coinage, public 
debt, savings banks, territorial changes, etc. (2) Matters which 
had to be kept under central control -with a -view mainly to 
securing uniformity and avoiding the inconvenience of divergence 
between province and province : o.g. civil law, commerce, banking 
and insurance, trading companies, inventions and designs, copy* 
right, emigration and immigi’ation, criminal law and procedmu, 
survey of India, meteorology, census and statistics, regulation of 


* op. oit., p. 78; also p. 220. 
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ceremojiiala and titles, etc. (3) Ceilain matters in regard to which 
aduiinifcilration by the central Government was essential in the 
intfc vests ot economy as well as efficiency : e.g. central institutions 
lor reseavch, arclncology, geological, botanical and zoological 
surveys, etc. 

The provincial list comprised subjects of local concern dealing 
mostly with economic and social development. The principal heads 
were the following : local self-government, medical administration, 
public health and sanitation, education (excluding sectarian univer- 
sities and Chief’s Colleges), public works, famine relief, agriculture, 
civil veterinaiy department, fiaheiies, co-operative societies, forests, 
judicial administration (excluding High Goiu’ts and Chief Courts), 
registration, religious and charitable endowments, industrial 
development, police and jails, minor ports and inland waterways. 

Certain subjects were allocated to the provincial Governments, 
although some parts of them were detached and made subject to 
central legislation. For example, although education was primarily 
a provincial subject, the Universities of B 6 n 9 ,i’es and A.ligarh were 
made subject to central legislation and, for a period of five years, 
the Calcutta University along with the organization of secondaiy 
education in Bengal waff excluded from provincial control, with a 
view to giving effect to the recommendations of the Calcutta 
University Commission. 

Besides administering the subjects allotted to them, the 
provincial Governments were also expected to discharge what are 
called ‘ agency functions ’ in connexion with the local administra- 
tion of certain central subjects. When later the Government of 
India set up its own establishments (e.^. the Income-tax Depart- 
ment), the agency functions diminislied in nurober and scope. The 
provincial Governments, however, continued to be employed in 
connexion with the collection of statistics, relations with certain 
Indian states and a few other similar matters. 

§7. Reserved and Transferred Subjects 

As dyarchy meant the division of government into a ‘ reserved ’ 
half and a ‘ transferred ’ half, a further division of subjects was 
necessary within the provincial sphere. The advice of the Joint 
Ee;^rt was ‘ to include in the transferred list those departments 
which afford moat opportunity for local knowledge and social 
service, those in which Indiana have shown themselves to be 
keenly interested, those in which mistakes which may occur, 
though serious, would not be irremediable, and those which stand 
moat in need of development It was not expedient therefore to 
transfer immediately departments which were primarily aoncerned 
with the maintenance of law and order and those (like land revenue 
and tenant rights) which vitally affect the masses. The inadequate 
representation of the masses was the justification for excluding fhe 
latter. ThC term ‘law and order’ includes police, jsdsons and 
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the subsidiary magistracy. The subjects transfetred were socia) 
services and departments the control of which was essential foi’ 
giving political training to the Indian electorate. The following^ 
was the list of subjects thus transferred ; 

1. Local self-government — ^i.e. all matters relating to the 

constitution and powers of municipal corporations, 
improvement trusts, district boards, union boards, o' 
health and other local bodies. ^ 

2. Medical administration, including hospitals, dispensai’ie 

and asylums, and medical education. 

3. Public health and sanitation, and vital statistics. 
i. Pilgrimages within Britidi India. 

5. Education (with many reservations). 

6. Public works, including provincial buildings, and ancien' 

monuments; roads, bridges, ferries and ti^els, an 
other communications not of military importanc? 
municipal tramways; and light feeder railways.* 

7. Agriculture, including agricultural research, 

8. Civil veterinary department, 

9. EYsfienes,^ 

10. Co-opei‘ative societies. 

11. Eorests (transferred onljr in Bombay). 

12. Excise, i.e. liquor and intoxicating drugs (excluding * 

production of opium)- 

13. Eegistration of deeds and documents, 

14. Eegistration of births, deaths and raai'dages, 

16. ’Eeligioue and charitable endowments. 

16,. Industrial development, including researcli. 

17. Stores and stationery for the transferred departments. 

18. Adulteration of foodstuffs. 

19. Weights and measures. 

20. Libraries (excluding the Imperial Library, the Ih; 

museums and the Zoological Gardens at Calcutta). 


' hi Assam public works and flshenes were not transferred. 
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DIVISION OF FINANCES BETWEEN THE CENTBE 
AND THE PROVINCES 


PXhb financial system adopted in India in 1919 was a half-way 
^honse between unitary and federal. As regards the allocation of 
^revenues, the system was completely federal, and perhaps even 
j.|inore federal than in many Fedeiulions, seeing that a clean separa- 
tion of revenues was made between the central Government and 
the provinces. The aim was to give the provinces their own inde- 
g^pendent resources, and this was pushed to such an extent that 
gjt was considered unconstitutional even to make grants to the 
g, rovinces. Nevertheless, in regard to audit and accounts, borrow- 
iQig and allied matters the provincial Governments continued to 
thdpend largely on the central Government. Thus the position 
0 dvC 8 ime in some ways anomalous, but this was perhaps inevitable 

the transition from a highly centralized to a decentralized 
Uj-,stem of government. 

pr §1. Division of Finances 

C8 

The fundamental principle of the Reforms of 1919 was that 
jjhe provinces should be given ‘ the largest measure of independence, 
jj^egidative, administrative, and financial, of the Government of 
pj^ndia which is compatible with the due discharge by the latter of 
PQiS own responsibilities ’. In the system then existing, the Govern- 
j^ient of India was responsible for provincial solvency, and since 
aie proceeds of the principal revenues were divided between the 
rentral Government and the provinces, the financial administra- 
jion of the provinces came under the detailed control of the central 
"^oyernment. This state of things was inconsistent with the 
half idea of the Reforms, and a radical change had to be 

■nnnf^ h. I^rtber, as the Joint Report points out, an arrangement 
Eeptwr worked successfully as between two ofidcial Governments 
^l^cld not necessarily work well as between a popular and an 
eerv’ial Government. 

keei^^lie solution suggested by the Joint Report was the entire 
thowration of revenues in order to make the provinces financially 
muJ^endent .of the central Government. It was proposed, first 
la:) estimate the revenue needed for central expenses, and after 
TUffoviding for them to hand over all the balance to the provincial 
a Governments. The old system of dmded heads was to be given 
flip, but the items which ware already wholly oejitral or provincial 
were to stand, as before. The principal divided beads ,were 
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land-revenue, etamps, excise, income-tax and irrigation. Of these, 
excise ■was already a provincial head in Bombay, Bengal and 
Assam] and this was henceforth to be provincialiised in all the 
eight provinces. The case of stamps was more difficult to settle. 
The Joint Eeport divided this head into ‘ general ’ and ‘ judicial ’ , 
and of these the latter was to be provincialized and the former was 
to remain central, in the intei’ests of uniformity. Ultimately both 
the sub-heads were provincialized, but the central Government 
continued to have the power to legislate in regard to them. Income- 
tax was made a central head, owing to the obvious inconvenience 
that might arise if it varied between province and province, and 
owing to the uncertainty about its incidence. ]?nrtlier, in most 
federal countries income-tax is largely, if not solely, a federal head 
of revenue. 

There remained land-revenue and irrigation receipts to be con- 
sidered. The question of land-revenue was the most difficult to 
settle. On the face of it, it ought to belong to the provinces, 
seeing that the general administration is so intimately connected 
with the assessment and collection of land-revenue; moreover the 
systems of land tenure and land-revenue vai-y from province to 
province. But there were obvious difficulties in provincializing it, 
It would make vast imnads into the resources of the Government 
of India, and other means would have to be found for meeting the 
deficit. In spite of these difficulties, land-revenue, along with 
irrigation receipts, was made a pirovincial bead. Provision had 
therefore to be made by the provinces to meet the expenditure on 
famine relief, apd for protective irrigation works. It was, of 
course, legitimate that such burdens should accompany thefr 
accession to financial freedom. 

Thus no divided heads remained; and the whole revenue of 
India was partitioned between the central Government and the 
provinces. To the central Government were allotted customs 
duties, income-tax, salt and opium, and contributions from rail- 
ways, posts and telegraphs; while land-revenue, liquor excise, 
irrigation receipts, forests, stamps (both general and judicial) and 
registration foes became provincial sources of revenue. 

Althougli some revenues were thus definitely allocated to the 
provincial Governments, they had still to be received in the name 
of the Crown (Section 20); and it was only the Secretary of 
State in Council who could sue or be sued concerning their col- 
leotion (Section 32). A relaxation of those restrictions was not 
found possible at that stage. 

§2. Provincial Contributions 

It was clear that such a division of revenues between the central 
Government and the provinces would unbalance the budget of 
the formpr. In. order to meet the deficit, the Joint Beporl sug- 
gested a 'system of contributions from each province assessed on 
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the basis of their normal surplus, i.e. the difference between the 
estimated gross revenue under the new scheino and the estimated 
normal expenditure. The deficit of the central Government was 
estimated at JRa. ]3'G3 crorcs, and this was to be made good by 
drawing on the aggregate surplus of Es. 15-64 crores accruing to 
the provinces under the new arrangement. Accordingly, Madras 
and the United Provinces which acquired large additional revenues 
would contribute Es. 4-28 crores and Es 3-74 crores respectively, 
while Bengal and Bombay would contribute only Es. 38 lakhs 
and Es. 69 lakhs respectively. 

This proposal was strongly opposed by several provincial 
Governments, and in order to ease the difficult situation thus 
oroated, a special Committee was appointed with Lord Meston as 
chairman to inquire into the whole question of the financial rela- 
tions between the central Governmont and the provinces.^ The 
Committee came to the conclusion that the estimated provincial 
surpluses would not be a fair basis of contributions, since that 
would penalize those provinces which were economical during the 
War, and recommended that the contributions should be assessed 
on the increased spending power of the provinces, i.e. the addi- 
tional resources which a province would acquire on the separation 
of the sources of revenue. Tt was held that the normal revenue 
of the provinces was ascertainable with greater accuracy than 
normal expenditure. The Committee claimed for their proposal 
‘ the merit of proceeding on the lines of minimum disturbance of 
the financial position in each province ’ , and ‘ of inaugurating the 
new Councils without the necessity of resort to fresh taxation ’. 
The increase of revenues had come to the provinces ‘ as a windfall 
or B bye-product of the constitutional change Thus some pro- 
vinces gained considerably in spending power, but as this was 
effected by means of a corresponding reduction of centx-al finances, 
it was necessaiy that the central Government should claim relief 
fiom the provinces in proportion to the gain accruing to them by 
the change. The provinces that gained most had naturally to 
meet the burden of the contributions, but this was to be temporary. 
The following is the list of the contributions recommended by the 
Meston Committee and adopted by Parliament.® 


* The Cotsmittee consisted of Iioi4 Meston, Mr Olierles Boterts, M.P. and Mr 
Hilton Tonng. 

’ Committee on Binamnal Belations, 0. Hi oi 1920, p. S; also Devolntion 
I Boles, Seotton 17, 
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Piovinod 

Tncieased 

spending 

powei 

Contnbulioua 

Increased 
spending 
powoi left 


Bs. lakhs 

Bs lakhs 

Bs. lakhs 

Madras 

6,76 

3,48 

2,28 

Bombay 

93 

66 

37 

Bengal 

1.04 

63 

41 

United Provincee 

3,97 

2,40 

1,67 

Punjab 

2,39 

1,76 

1.14 

Buima 

3,46 

64 

1,82 

Bihar and Orissa 

51 

Nil 

61 

Central Provinces 

52 

22 

30 

Assam 

42 

16 

27 

Total .. 

18,50 

9,88 

8,67 


Evidently by this arrangement the provinces which hitherto 
bore the brunt of expenditure were still left in the same position. 
Madras and the United Provinces were to pay between them 60 per 
cent, of the whole contributions. Madras alone had to pay 3.5^ 
per cent. Once more the traditional complaint was heal'd from 
these provinces. This time it became even louder, because the new 
list of contributions brought into prominence what had hitherto 
been disguised under the cloak of the divided heads. In the 
new system each province came to see more clearly what its 
relative contribution had been to the central purse. It was not 
possible to mask the disparity any longer. Thus Bombay and 
Bengal, the two wealthiest provinces, were again favoured, as only 

and 6^ per cent, respectively of the total amount of the contri- 
butions was payable by them. Even the small contribution 
originally imposed on Bengal was remitted until 1926. 

No doubt all admitted that this inequality was due to histoi’ical 
causes which it was not easy to remove. Chief among these was 
the ‘ permanent settlement ' of the land revenue which prevented 
certain provinces from yielding the same proportion of the agri- 
cultural revenue to tlia public exchequer as others in which the 
land revenue was xwriodically revised. Further, different provinces 
had different standards of expenditure, and some of the progressive 
provinces had been prospering upon the frugality of their neigh- 
bours. Such habits once formed are not easily eradicated. 

The Meston Committee, however, were not content merely 
with fixing the initial contributions. They realized the injustice of 
the apportionment and devised means for gradually remedying it. 
They sought to find an ideal basis of contributions to sssrve for 
future occasions. The guiding piinciple in the matter, they said, 
should be the capacity to contribute. This was interpreted to 
mean ' the taxable capacity, which is the sum of the incomes of 
its taxpayers, or the average income of its taxpayers, multiplied 
by their number’.^ They held that tliis would be the most 

* Favliamentaiy Paper (19S0), 0. 734, p, 9. 
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scientific basis, but the statistical information needed to arrive at 
accurate conclusions on this basis was not available. 

This question had ti'oubled the minds of generations of Indian 
administrators, at least from 1860. The Government of Madras 
always insisted on the need for some equitable formula to deter- 
mine the revenue burdens to be borne by each province. As 
already seen, the Eoyal Commission of 1908 considered the 
question, in the light of the German matricvlar Beitr&ge and other 
systems, and found it difficult to devise any proper formula for 
the division of central expenditure between the provinces. Objec- 
tions could be found to all the possible proposals. ‘ A subsidy 
on a per capita basis would be unfair to the relatively poor and 
undeveloped provinces and wonld cause hardship to the most 
thickly populated ones. A contribution proportionate to gross pro- 
vincial revenues would leave several provinces with large deficits 
owing to the historical causes mentioned above. A levy in pro- 
portion to expenditure would encourage thrift and penalize extrava- 
gance; but here again, the result would be deficits in some 
provinces. If the levy was made in inverse proportion to 
expenditure, i.e. as a proportion of the annual smplus, it would 
penalize thrift. Each of these standards has its merits and defects, 
but it would be harmful to adopt any one of them by itself. 
Again many of these items differ from year to year, and the 
assessments would have to be made annually. We are compelled 
therefore to fall back upon ‘ taxable capacity ’ as the most suitable 
criterion. Nevertheless the various other criteria dealt with above 
may be utilized in arriving at the approximate taxable capacity, 
or in verifying the results of that calculation. 

The Meston Committee, after an elaborate inquiry into the 
conditions of the various provinces, their relative taxable capacities 
in the light of their agricultm-al and industrial wealth, their indirect 
contributions to the central exchequer, and other relevant facts of 
their economic position, including pai’ticularly their liability to 
famine, recommended a fixed ratio of contributions, to be put 
into practice after an interval of time sufficient to enable the 
provinces to adjust their budgets to the new conditions. After 
slight modifications ’Parliament accepted the suggestion, and the 
following table of standard contributions was approved : 


Percentage Percentage 

Gontnbution Contribution 


Madras 

... 17 

Punjab 

... 9 

Bombay 

... IS 

Burma 

... 

Bengal 

... 19 

Bihar and Orissa 

... 10 

United Provinces 

... 18 

Central Provinces 

... 6 



Assam 

... ,2J 


100 


^ Por An AnAlyeis of the problem, see also the Hadraa Government’a letter in 
ParliamentaTy iPaper (1920), 0. 974, pp. 28-8ti. 
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It was also decided that the contributions should be abolished, 
when the financial position of the central Government improved, 
Tho allotment of income-tax to the central Government raised 
a loud protest from certain provinces. The Government of Bombay 
put forward the suggestion that the tax might remain a divided 
head as before. This question was also considered by the Meston 
Committee, and it supported the conclusion of the Montagu- 
Chelmsford Beporl, but a doubt was expressed whether it would 
be possible permanently to prevent the provincial Governments 
from levying any fom of direct taxation upon the industrial 
and commercial earnings of the people. The Joint Select 
Committee of Parliament was also opposed to a division of income- 
tax, but sought to alleviate the discontent among the provinces, 
by accepting the suggestion proceeding from the India Council 
' that there should be granted to all provinces some share in the 
growth of revenues from taxation on income so far as that growth 
is attributable to an increase in the amount of income assessed 
This was provided for in Devolution Buie 16. ‘ "Whenever the 

assessed income of any year subsequent to the year 3920-1 exceeds 
in any Governor's province or in the province of Burma the 
assessed income of the year 1920-1, tliere should be allotted to 
the local Government of tho province an amount calculated at 
the rate of three pies in each rupee of the amount of such excess.’^ 
This did not satisfy the aggrieved provinces, but was useful as a 
ground for urging a further step in the same direction. It was to 
be a long time before that further step was taken. 

Such waa the division of finances between the central 
Government and the provinces iq. 1919. It was proposed at one 
stage to proceed further and to make a division between the funds 
of the ‘ reserved ' and the ‘ transferred ’ halves of each provincial 
Government. The Montagu-Chelrasfoi'd Eeport preferred a ‘ joint 
purse ’ for the two sections, but the Government of India feared 
that this would produce serious friction between the two halves 
of government and suggested the method of ‘ separate purses 
and this proposal was adopted in the draft bill. But the Joint 
Select Committee preferred the joint purse and recommended that 
the Governor aliould allocate a definite proportion of revenue to 
the two sides, in tlie event of disagreement between them. This 
proposal was finally embodied in the Act of 3919. 


§3. Rdamtion of Central Control 

The allocation of independent financial resources to the pro- 
vincial Governments was not sufficient to free them from the 
rigorous central control which had been causing friction. It was 
also necessaiy to relax the control exerted by the central 

’ Devolution Dules 14 (fi) and 16 (aa amenled by correction slip No, 1, detect 
18 October 1921). 
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Government (and the Secretary of State) over their expenditure 
and to enhance the provincial powers of taxation and borrowing. 

So long as the whole of the Indian revenues was hypothecated 
to the Government of India, the provincial powers of taxation 
were bound to be restricted, and under various executive orders 
the imposition of a tax by a provincial Government requhed the 
previous sanction of the Government of India. Naturally, the 
power to tax was seldom exercised by the provincial Governments. 
It was necessary under the new system to give freedom to the 
provinces to impose taxation in order to meet their growing needs; 
but there was the possibility that any such power might 
clash with the similar power of the central Government.^ A 
new provincial tax might unduly affect the cential heads of 
revenue, or might be one contemplated by the central Government 
itself. In such eases, power was lodged with the Government of 
India to regulate the provincial powers of taxation. A schedule 
of taxes to be left entirely to the provinces was prepared, and in 
that field the provinces were anthorized to range at pleasure.® 
But the residuary power was left with the central Government. 
The schedule included taxes on iion-agricultural land, on succes- 
sions, on betting and gambling, on advertisements and amuse- 
ments and special luxuries. The provinces were authorized also 
to tax for local pui'poses (or allow local authorities to impose taxes 
for local purposes in their areas). Such local taxes were to be in 
the nature of tolls, taxes on buildings, vehicles, boats, animals, 
domestic servants, trade and professions, markets, and so forth. 

The provincial Qovcrnmentsjwere also empowered by the Act 
of 1919 to borrow money either^ India or abroad on the security 
of their revenues. But there were various difBcultics in leaving 
these Governments unfettered in the exercise of this power. 
Rules® were therefore made in accordance with the provi- 
sions of Section 30, 1 (a) of the Act (1919). The sanction of the 
Governor-General in Coimcil was made necessary for raising a 
loan in India; for loans raised in England a similar sanction was 
needed from the Secretary of Stale. Moreover, the raising of 
money was to be done on behalf of, and in the name of, the 
Secretary of State. It was also definitely laid down that such 
loans should be raised only for expenditure ‘ on any work or 
permanent asset of a material character in connexion with a pro- 
ject of lasting public utility ’. Even then loans could be raised only 
when such expenditure was ‘ so lai’ge that it cannot reasonably 
be met from current revenues’. Loans could be raised also foi* 
financing the Provincial Loan Account and for famine relief. 
These powers were, however, still circumscribed by numerous 
restrictions. 


' Sea Joint Report, p. 136; also PaTli&menta^ Paper (1919), C. 108, p, 99, 
‘ Bulea under the Q-oveinmenl; of Bidia Act, p, 966, 

* ibid., p. 963 (Local Gevelpwieiit Borrotriag Unite). 
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The annoying bndgot restriclionq were also greatly relaxed. 
Hitherto, provincial budgets had to be passed by tlio Indian 
Finance Department and appi'opriation rcRiiltB also had to be 
placed before it. All this was wiped out m 1020, when the pro- 
vincial budget was entirely separated from the budget of the 
central Government. Thus from 1921 the provincial transactions 
are not included in the central budget. In order to help the pro- 
vincial Governments to manage their finances, a Finance Depart- 
ment was organized in every province. The budget was to bo 
voted item by item in the Legislative Council. The appropriation 
reports were no longer to be dealt with by the Government of 
India, but were to be discussed by the Public Accounts Committee 
of the local Legislative Council. The work of auditing, however, 
Avas still to be performed by the Auditor-General in India for the 
provinces as well as for the Government of India. 

At the same time, other restrictions were also removed. 
The old rules regarding spending powers were found inconsistent 
with the new order of partial autonomy, and accordingly they 
were relaxed. The recommendations of the Government of India 
dispatch on this question were largely modified by the Joint 
Select Committee The net result of all the changes may be 
summarized as follows ■ (1) the contiol over expenditure in respect 
of transferred subjects passed from the Secretary of State and 
the central Government to the provincial Legislalive Councils 
(except m regard to the salaries etc, of all-India Services) Fivery 
proposal for appropriation of funds ii FlitoymettV-iowevev, still 
required the recommendation of 'Governor, and to tfiis 
the Secretary of State was not ^ npletcly divested of his responsi- 
bility for the tiansfen'ed subjects 

(2) In respect of the reserved subjects, the powers of 
expenditure of the provincial Governments were defined in a 
Eesolution of the Secretary of Slits in Council, called the Provin- 
cial Audit Eesolution. The restrictions were similar to those 
applicable to the transferred si^JSij^batt^ S ^'ta ry of State 
retained control in rospect of ca^sital 

and extensive revisions of estJ^liahraent invol^^^MB|lBl|Wib« 
turo. His sanction was stillreqtiired for proposals affecting the 
pay and allowances of members of the all-India Services, for the 
expenditure on salaries etc. of Governors, for any revision of 
establishments involving an annual expenditure exceeding a certain 
limit, and for capital expenditure on public works estimated to 
cost more than Es. 60 lakhs. ‘ In practice, this control is exer- 
cised through the Government of India, which, in forwarding the 
proposals to the Secretary of State, offers its criticisms and sug- 
gestions.’^ Thus the control over provincial expenditure formerly 
exercised by the Government of India was removed almost entirely. 


* Simon Commission Report, I, p, 874, 
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The Secretary of State’s control over tlio financial administra- 
tion of the Government of India w'as not relaxed in 1919, and he 
continued to exercise a strict control. The budget pi'oposals, 
especially those relating to taxation, had to be submitted to him 
and his orders obtained before the budget was piosented to the 
Legislature. In matters relating to currency and exchange 
policy, borrowings in England and the management of the 
two cun’enoy reserves, the Secretary of State’s control remamed 
supreme. 

Some relaxation, however, occiu’red in a limited field. Large 
powers of expenditure were delegated to the Government of India, 
but the previous sanction of the Secretary of State was still 
necessary in many cases. His control over taxation was also cir- 
cumscribed by the Fiscal Autonomy Convention. This Convention 
was the outcome of certain discussions in the Joint Select 
Committee. The following is an extract from that Committee’s 
report : ‘ Whatever be the light fiscal policy for India, for the 
needs of her consumers as well as for her manufacturers, it is 
quite clear that she should have the same liberty to consider 
her interests as Great Britain, Australia, New Zealand, Canada 
and South Africa. In the opinion of the Committee, therefore, 
the Secretary of State should as far as possiblo avoid interference 
on this subject when the Government of India and its Legislature 
are in agreement, and they think that his intervention, when it 
does take place, should be limited to safeguarding the intoinational 
obligations of the Empire or any fiscal arrangements within the 
Empire to which His Majesty* '^^overnment is a party.’ This 
recommendation was approved ,.5 Parliament. Thus the Govern- 
ment of India became free to consider India’s interests first, 
and there followed as a result the apx>ointment of the Fiscal 
Commission (1922) and the constitution of the Tariff Board 
(1924). 

Since such a substantial devolution of power was made by the 
Secretary of State to the Governments in India by means of 
statutory rules and executive orders, it became necessary to have 
in India an agency independent of the Government of India and 
responsible to the Secretary of State for seeing that the Govern- 
ments did not act in excess of the powers conferred on them. 
This function devolved on the Auditor-General, an officer appointed 
directly by the Secretary of State in Council and holding office 
during His Majesty’s pleasure. He was also the final audit 
authority in India and it was his reports on the appropriation 
accounts that the Public Accounts Committees considered. He 
was also statutorily responsible for the compilation of the accounts 
which the Secretary of Sta,te was required to lay before both 
Houses of Parliament every year. Thus the Auditor-General was 
responsible not only for audit, but also for the prepamtion of the 
accounts to be audited, 
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§4. Financial Control in India 

It may be useful at this juncture to give &oine account of the 
system of financial control set up in India with the partial 
relaxation of the Secretary of State’s control over the Governments 
in India. Since a definite beginning was made in 1919 towai’ds the 
establishment of responsible government in India, it became neces- 
sary to adopt a system of financial control suited to responsible 
government. In Great Britain the financial control of Barliament 
over finance is secured in two ways ; (i) by the annual voting of 
' supplies ' by means of an Appropriation Act specifying the 
purposes of expenditure and the amount voted for each purpose, 
and (2) by providing funds through an annual Finance Act author- 
izing the collection of certain taxes to cover the supplies granted. 
By these two processes Farliament controls the authority of the 
executive in raising revenue and in spending it. 

In a country liie India, where parliamentary government was 
only just beginning to function, such a thorough system of financial 
control could not be introduced all at once. However, the Act 
of 1919 introduced a partially responsible system of government 
into the provinces of India and enlarged the powers of the Central 
Legislature in regard to financial administration. A certain amount 
of popular control over finance was thus introduced into both the 
central and the provincial Governments. 

We will take the central Government first. Under Section 67 
of the Government of India Act (1919) the raising and spending 
of revenues were made ordina^Vr ^*^^1®®* 

Chambei’s, but the following he£» of expenditure were made non- 
votable by the Legislature and were not subject to discussion in 
the House, unless ilie Governor-General otherwise directed : 

1. Interest and sinking fund charges on loans; 

2. Expenditure of which the amount is prescribed by or 

under any law; 

3. Salaries and pensions of persons appointed by or with the 

approval of His Majesty or the Secretary of State in 

Council; 

4. Salaries of Chief Goramissionei’s and Judicial Commis- 

sioners; and 

5. Expenditure classified by the order of the Governor- 

General in Council as (a) ecclesiastical, (b) political, 

and (c) defence. 

The Governor-General’s discretionary power to throw open 
non-votable heads to discussion has been liberally used, and in 
practice the Assembly has freely discussed them. Other means 
have also been utilized to widen the freedom of the Assembly. 
For example, although expenditure on defence is elaflsed as 
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noD-votable, luilitary policy and expenditure liavo boon freely dis- 
cussed by the Assembly by moving a ‘ mil, ’ in the expenditure 
proposed to be voted for the Hecretariat estublishmeiit of the Army 
(now Defence) Department. 

The financial control exercised may be elasbilied under four 
heads : (1) the Standing Finance Committee, (2) voting of the 
budget grants by the Assembly, (3) the Finance Rill, and (4) the 
Public Accounts Committee. 

1. The Standing Finance Committee of the Assembly corres- 
ponds to the Estimates Committee in the Biitish system and its 
principal function is to scrutinizo the proposals for fresh expendi- 
ture before they are placed before the Assembly. This Committee 
has a majority of elected members. It is a purely adviRoi 7 body 
and has no statutoiy authoiity; but it has given useful advice to 
the Finance Department in regard to drawing up the budget 
estimates and effecting economies. 

2. When the estimates of revenue and expenditure receive the 
approval of the Governor-General, they are incorporated in the 
Budget and are placed before ike Assembly m ,the last week of 
Februaiy, when the Finance Member makes Ills budget speech. 
Then follows a general discussion which is usually confined to a 
few broad topics such as the reduction of military expenditure, 
Indianization of the Services, planned economy, etc. The next 
stage is tlie voting of demands for grants. A series of motions are 
placed before the Legislature and a number of days are allotted 
for discussing them. This gives an opportunity to members to 
discuss the detailed working of- the Departments. The Council 
of State can also discuss the budget in general, but demands for 
grants ai’e not placed before it. The Governor-General has power 
to restore a ' cut ’ and thus to sanction expenditure disallowed by 
the Legislature; and this course has been adopted by the (Governor- 
General whenever it was thought essential for the due discharge 
of his responsibilities. Clearly this is a reserve power and is 
expected to be exercised only when the safety or tranquillity of 
British India requires it. 

3. An annual Finance Bill is introduced in the Legislative 
Assembly along with the budget. But this is not discussed till 
the estimates have been passed. Such an annual Finance Bill 
was not called for by the Government of India Act, 1919, but it 
was made necossaiy by a non-official amendment to the Taxation 
Bill of 1921 requiring all the central taxes, except the customs 
duties, to be placed before the Assembly every yeai' for its vote. 
The object of this amendment was to establish a convention siTnilar 
to that which obtains in the House of Commons. But the Indian 
practice has gone much further, since in England only the income- 
tax is voted annually. It was in order that an annual meeting 
of Parliament should be indispensable that some taxes were made 
annually votable in England. But there was no sucii necessity in 
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Tv'i^ia since the Government of India Act provided for meetings 
of the Legislature every year. 

4. The Public Accounts Committee has nearly the same 
functions as the corresponding committee of the House of Com- 
mons. The principal difference is that the Cliauman is U' 
Finance Member and not, as in England, a member of the Opp d 
sition. Bight members are elected by tlie Assembly and thr d 
are nominated. The Committee scrutinizes the Annual Eeport 
the Auditor-General on audit and appropriation, with a view 
seeing whether the money voted by the Legislature has been spe t 
within the scope of the demand. It can point out irregularit 
or improprieties. The scrutiny thus earned out by the Committu 
is generally recognized as being ‘ industrious and efficient ’ and 
has helped the Assembly to control the public expenditi'f 
effectively. 'd 

So far we have desciibed the system of financial control ff 
connexion with the central Government. In the case of the pi,* 
vincial Governments no real control by the Legislatures w], 
possible till 1919. With the clean separation of revenues betweit 
the central Government and the provinces, it became possible fiU 
the provincial Legislatuies to obtain some control over financel 
The procedure adopted for the provincial Councils was nearly th 
same as for the central Legislature. The non-votable items well, 
fewer. They were : (1) contributions to the central Governmenti 
(2) interest and sinking fund charges on loans, (8) expenditure Oj 
which the amount was prescribed by or under any law, and (A 
salaries and pensions of certain Ijigh officials, including the judges 
of the High Court. In the case of ‘ transferred ’ subjects the vote 
of the Council was on the whole effective, but any ‘ cuts ’ in 
expenditure on ‘ reserved ’ subjects could be restored by the 
Governor in case of necessity. The Standing Finance Committee 
of a provincial Council exercised a much larger influence than 
the corresponding committee of the Central Legislative Assembly. 
It was not merely an advisory body. In some provinces it was 
consulted on the imposition of additional taxation and it largely 
determined the distribution of surplus revenue between the ‘ trans- 
ferred ’ and ' resei’ved ’ halves of the Government. The budget 
procedure was the same as in the Central Assembly, except that 
there was no annual Finance Bill. Taxation in the provinces 
was imposed under permanent statutes or executive orders having 
tire force of law, and not fixed from year to year. The Fublic 
Accounts Committees of the provinces functioned on the same lines 
as in the central Government and did useful work. 
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CHAPTER XXVI 


[ iEOEGANIZATION OF THE FINANCIAL BYSTEM, 1920-8 
^ §1. The Neu) Financial Sysiem on Trial 


1 ’he introduction of financial reforms was accompanied by many 
P’nfoi’tunate circumstances. In March 1920, when introducing the 
^^udget, Sir Malcolm Hailey said that theie were only two clouds 
^'1 India’s financial horizon, namely, the legacy of War finance 


^^liich pointed to the need for severe economy, and the continu- 
ice of high prices which necessitated a wholesale levision of the 


®^iy ot all state seivants, thus imposing larger burdens on the 
Ix-payer. But public revenues were growing and prosperity was 
^Icpected to continue. These expectations, however, were soon 
I^ilsifled. ‘ The trade boom passed away with uncanny rapidity, 
’*• saving behind it a trough of depression. Imports continued to 
Ijour in, but exports showed a rapid fall owing to tlie collapse of 
fOurohasing powei’ in Eui’ope. When exports fell, India’s purohas- 
•ling power was affected and the imported goods lay unsold in the 


vwarehouses. In 1919 there was a merchandise balance of 


’£127 millions in India’s favour, but in the year 1920 imports 
exceeded exports by £21 millions. The failure of the monsoon of 
1920 and the heavy expenditure on the frontier expeditions added 
greatly to these difficulties. The defence budget, which stood at 
Rs. 30 crores in 1914, had swollen to Rs. 70 croies by 1920-1. 
The results were : (1) unbalanced budgets, (2) an embarrassingly 
large floating debt, (3) unstable exchange, and (4) serious currency 
difficulties. On the recommendation of the Babington Smith 
Committee of 1919 the rupee was stabilized at two shillings gold. 
But the oiroumstances that followed were most unfavourable to 


the maintenance of such a high exchange value and the exchange 
rate fell from 2s. lid. in Februaiy 1920 to Is. 6|d. at the end 
of the year. This tremendous fall of the mpee greatly increased 
the burden of remittances to London. The Government tried to 


influence the exchange by the sale of Reverse Councils, but the 
attempt was bound to fail owing to the fall of exports. 

All this told heavily on the central budget. The Government 
had accumulated a deficit of Rs. 30 crores in the years 1918-19 
and 1919-20. The year 1920-1 closed with a deficit of Rs. 26 crores 
and the revised estimate for 1921-2 disclosed a deficit of Rs. 34 


crores. Thus the accumulated deficit of four years was Rs. 90 
<a;ores. These deficits were met partly by the issue of unbacked 


> ‘ Jiidia in l9SiO> p. 78. 
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currency notes, and this had undesirable consequences. More- 
over, the construction of New Delhi added to the (rovermnent’s 
deadweight debt. The annual debt charge thus became heavy, 
and there followed ‘ a iletei'ioi'ation in India’s ciedit, an inciease 
in the cost of borrowing and a depletion of tho resouices available 
for desirable capital development Sir Basil Blackett charac- 
terized this as a ' rake’s progress ’.® 

Nor were the provincial finances in a more ^prosperous condition . 
Most of the provincial G-overnmenta had deficit budgets and their 
finances were severely strained. They blamed the Meston Settle- 
ment; Bengal and Madras were particulai'ly vociferous in their 
demands for a revised settlement. The difficulties of Bengal wei’e 
considered exceptional and its contributions were therefore remitted 
by the Government of India. The Madras case did not make 
any great impression, and Madras continued to make large contri- 
butions to the central revenue. The serious financial situation 
confronting the central Government made further concessions 
impossible at the moment. 

§‘i. How Financial Equilibrium was Restored 

The Government of India handled the situation by retrench' 
ment and by imposing fresli taxation, mostly under customs duties. 

‘ "When additional revenues are required ’, said Sir Malcolm Hailey 
in the Assembly, ‘ the first head to which one’s thought naturally 
turns is customs’.® In 1921-2 the general ad valorem duty was 
raised from per cent, to 11 per cent, and a special duty of 
20 per cent, was imposed on motor cars, silks, umbrellas, watches, 
etc. The duty on sugar was raised from 10 per cent, to 15 per cent. 
Cotton goods also came under the 11 per cent, ad valorem duty, 
but the Finance Member expressly stated that the enhancement 
was made solely on account of financial necessity and not 
as a departure in fiscal policy.^ It was expected that these 
additional taxes would balance the budget, but owing to the 
deepening of the trade depression and the failure of the monsoon, 
a heavy deficit of Es. 28 orores was disclosed at the end of the 
year. Further additions to taxation had therefore to be made in 
1922. The genaal import duty was raised from 11 per cent, to 
15 per cent. This was originally intended to apply to the import 
of cotton goods, but as the proposal to raise the countervailing 
excise from pel' cent, to per cent, was not approved by the 
Legislative Assembly, cotton goods were excluded from the 
tarijff enhancement. Duties on certain luxury goods were raised 
from 20 per cent, to 80 per cent, and increases were also made in 
the duties on sugar, kerosene, matches and other articles. The 

’ Budget Statement (1928-4), p, 6. “ ibid. 

• Budget Statement (1922-8), p. U. ♦ Budget Statement a921-9), p. 16. 
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duties on machmery, iron and steel and railway material wex'e 
raised from 21 per cent, to 10 per cent. 

At the same time the income-tax was also increased. In 1921 
the rate of super-tax on incomes between Rs, 3 lakhs and Es. 3^ 
lakhs was raised to 3J annas per rupee and those over Rs. 3J 
lakhs were charged at 4 annas. In the following year, the rate 
on incomes between Es. 30,000 and Rs. 40,000 was raised from 
14 pies to 15 pies and that on incomes above Es, 40,000 from 
16 pies to 18 pies. The Grovernment originally intended to abandon 
the super-tax after the War, but the financial situation made it 
impossible to do so. Railway rates and fares were also increased 
in 1922 • In spite of all these measures the year 1922-3 closed 
with a deficit of Es. 9 crores. 

The need for a drastic retrenchment of expenditure was felt 
at an early stage and in May 1922 the Indian Retrenchment 
Committee was appointed with Lord Inohcape as chairman. 
Afta* a searching scrutiny of the expenditure of the central 
Government, the Committee, in March 1928, recommended 
reductions amounting to Es. 19J crores in the central expenditure. 
The Committee considered that the defence budget was too heavy 
and recommended that it should be brought down to Rs. 67| 
crores in 1923-4 and that it should be eventu^ly stabilized at Rs. 60 
crores. Most of these proposals were given effect to in the budget 
for 1928-4. Notwithstanding these drastic economies and all-round 
increases in taxation the budget estimates for 1923-4 revealed a 
deficit. The Government then had recourse to doubling the duty 
on salt. The Assembly refused to consent to this measure and the 
Finance Bill had to be certified by the Viceroy. The result was 
that the anticipated deficit for 1923-4 was converted into a surplus 
of Es. 2‘4 crores. 

Thus the tide turned. From . 1923 economic conditions in 
India showed a great improvement. The monsoons were good, 
exports increased and the balance of trade in favour of India 
reached higher figures than ever before. Large quantities of gold 
bullion flowed into the country. When trade revived the revenues 
also looked up, and the budget position of the Government of 
India became strong. It was therefore possible to reduce a part 
of the increases made in taxation in the years 1921 to 1923. 
In 1924-5 the salt duty was reduced to the old level of Rs. 1-4 
per maund, and the export duty on raw hides and skins was 
reduced from 15 per cent, to 5 per cent. In November 192B an 
Ordinance was issued suspending the cotton excise duty which 
had caused a good deal of pohtical trouble, and it was finally 
abolished in April 1926. With a view to encouraging motor 
transport in India, the duty on motor oars was reduced from 30 per 
cent, to 20 per cent, and that on tyres from 30 per cent, to 15 per 
cent, in 1927-8, In the same year the export duty on tea and 
the import dn^ on machmery were also abolished. 

29 
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§3. Remodellmg of the Financial System 

After easing the immediate ditficulties, Sir Basil Blackett 
set to work on various lines of financial reconstruction. The 
principal measures taken were connected with railway finance, 
public debt and currency refoim. The quick recovery of India 
from the depression of 1920-2 was largely due to these timely 
measures. 

The financial position of the Indian Bailways needed a thorough 
overhauling. Since 1900, a steady increase had been taking place 
m the contribution of the Railways to the general revenues of the 
country. During the "War the income of the Railways expanded 
greatly and the Meston Committee made its financial arrangements 
on the assumption that the contribution from the Railways would 
be not less than Rs. lOf crores, but these expectations were soon 
belied. There was a sharp fall in Railway earnings in 1920-1, 
and this continued for some time in spite of the increase in rates 
and fares. Thus the contribution to general revenues fell from 
Es. 9 crores in 1921-2 to just over Rs. 1 crore in the two following 
years. Thus the financial management of the Railways began to 
cause the Government grave anxiety. 

The Acworth Committee (1920-1) stated that the allotments for 
railway expenditure were determined from year to year with 
little regard to the actual requirements of the Railways and that, 
if the Railways were to be run on strictly business lines, a complete 
separation of railway finance from the general finances was really 
necessary. In the opinion of the Retrenchment Committee, both 
capital expenditure and working expenses were too higL The 
Railways might at any time become a heavy liability on the 
national resources. The earnings were unsteady and varied accord- 
ing to the nature of the season, so that the inclusion of those 
earnings in the general accounts made the central budget a veritable 
‘ gamble in rain ’. The result was, as Blackett put it, 'an alter- 
nation between raids by the railways on the tax-payer and raids 
by the tax-payer on the railways It was therefore decided, 
in the interests both of the Railways and of the Government, to 
separate railway finance from the general budget. The matter was 
fully considered by the Assembly in September 1924, and it was 
decided that the railway finances should be separated from the 
general finances of the countoy and that the general revenues 
should receive a definite annual contribution from the Railways, 
which should be the first charge on their net receipts. This con- 
tribution was settled on the basis of 1 per cent, of the capital 
at charge in the penultimate year, plus one-fifth of the surplus 
profits in that year. Should' the Railways fail to pay the contribu- 
tion in any year, the deficiency was to be made good in subsequent 


‘ Budget Statement {1924-6), pp. 10-11, 
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years before any net receipts could be deemed to accrue, 
if, after the payment of the contribution, the amount available 
for transfer to the railway reserves exceeded Es. 3 crores, one-third 
of the excess was to be paid to the general revenues. A Eailway 
Keserve Fund was to be accumulated from the surplus profits, 
and this was to be used for securing the payment of the annual 
contribution and for providing, if necessary, for arrears of depreci- 
ation and for writing down capital. If the earnings on strategic 
railways were not sufficient to pay the interest on the capital 
invested on them, the deficiency was to be borne by the general 
revenues and would therefore be deducted from the contribution. 
It was also decided to constitute in the Legislative Assembly a 
Standing Finance Committee on Eailways, before which the annual 
railway estimates might bo placed prior to the discussion of the 
budget in the Assembly. Great expectations were raised by this 
arrangement. Sir Basil Blackett said : ‘ The tax-payer will 
receive a regular and increasing contribution from his investment, 
largely independent of fluctuations in railway receipts and expendi- 
ture, and the railways will be able to spend money according to 
the real needs of the railway system, unimpeded by the necessity 
for conforming to the vagaries of budget figures and the require- 
ments of budget accounting. The railways will become a real 
commercial undertaking managed on commercial lines and the 
tax-payer will get the benefit of commercial accounts and manage- 
ment.’ These expectations were not fulfilled, as we shall see 
later. 

The ordinary or unproductive debt of the Government of India 
had fallen from Es. 106 crores in 1898 to Es. 3 crores in 1916. 
Than came the World War and the debt swelled again. It stood 

at Es. 261 crores in 1922 and Es. 228 crores in 1924. Out of 

this, Es. 98 crores represented the accumulated deficits, about 
Es. 10 crores was due to the building of New Delhi, and Es. 120 
crores was India’s War debt. To this must be added the 
productive debt of Es. 578 crores. From the first Sir Basil 
Blackett was convinced that the unproductive debt ought to be 
redeemed, and his knowledge of the management of the British 
public debt was very helpful in this connexion. He suggested in 

his budget speech of 1923 that the unproductive debt ^ould be 

redeem^ in fifty years and the productive debt in eighty years. 
At the rate of 6 per cent, compound interest, it was found necessary 
to make an annual provision of Es. 3-66 crores. In a Eeaolutioa 
adopted on 9 December 1923, it was decided that, for a period 
of five years in the first instance, the annual provision for reduc- 
tion or avoidance of debt to be charged against revenues should 
he fixed at Es. 4 erpres plus one-eightieth of the excess of the 
debt outstanding at the end of each year over that outstanding on 
31 March 1923. Blackett also carried through some successful 
conversion operations, and thus considerably reduced the burden 
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of the annual debt charges. The improved credit of the Govern- 
ment of India was an important factor in the success of these 
operations. 

We have already dealt with the dislocation of the Indian 
currency and the injm'y that it did to the trade and public finance 
of the country. In 1926 a Eoyai Commission was appointed, with 
Sir Hilton Young as chairman, to inquire and report on the 
reorganization of the Indian currency, and it reported in 1926. 
The principal recommendations were that the Indian currency 
should be based on a gold bullion standard, that a Eeserve Bank 
should be established to manage currency and credit in India, and 
that the ratio of the rupee to gold should be fixed at Is. 6d. As 
is well known, the third of these recommendations caused a great 
deal of controversy in the country. However, by the Currency 
Act of 1927, the Indian currency was placed on a gold bullion 
standard and the ratio of Is. 6d. was adopted. The question of a 
Eeserve Bank for India was also soon taken up. 

Blackett was also keen on reorganizing the tax system of the 
countiy. The tax system as a whole, and in particular the distri- 
bution of the tax-burden as between economic groups and pro- 
vinces, evoked considerable criticism in those days, and therefore 
in 1924 the Government appointed the Indian Taxation Enquiry 
Committee with ^ Charles Todhunter as chairman to survey 
the whole field of 'taxation, central, provincial and local, with a 
view to improving the existing sources, finding new somnes and 
overhaulmg the machinery of tax collection. The exclusion of 
land revenue (in some of its aspects) from the scope of the inquiry 
created some controversy in the Assembly. The Committee made 
a searching analysis of the tax resources and submitted its report 
in 1926. 

The establishment of the Indian Tariff Boai’d was also largely 
due to Blackett. With a view to giving effect to the policy of 
discriminating protection which the Government adopted in 1923, 
a Tariff Board was established in that year as an expert body to 
advise the Government on specific proposals or requests for pro- 
tection. The fundamental conditions to be fulfilled by an industry 
in order that it may be granted protection were : (1) that the 
industry should possess natural advantages, (2) that without the 
help of protection it would not be likely to develop at all or not 
so rapidly as would be desirable, and (3) that it would eventually 
be able to face world competition without protection. By 1934 
the Board had carried out 60 inquiries. In a large number of 
oases the Board recommended the grant of protection and in regard 
to many of them the Government gave effect to the recommenda- 
tion. The principal industries that have thus been given protec- 
tion are the cotton mill industry, iron and steel, matches, salt 
and sngar. 

Another important subject that interested Blackett was the 
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encouragement of the investment of Indian capital in the country. 
In 1924 a committee was appointed, with Blackett himself as 
chairman to oon.sider the question of the flow of capital into India 
from external somrces. The Committee reported that restrictions 
on external capital were neither practicable nor desirable, but 
recommended a number of specific measures for increasing India’s 
capital resources. ‘India possesses’, they said, ‘a vast store of 
dormant capital awaiting development, and in order to make this 
available for investment banking facilities must be increased and 
extended.’ 

India owes a great deal to Sir Basil Blackett. He thoroughly 
overhauled the Indian financial system. He was intensely inter- 
ested in the development of India’s resources and he believed 
that Indian economic life could be quickened and entiched by 
exploiting the dormant capital of the country. ‘ Idle money ’ , 
he said in an address at the Delhi University, ‘ means idle 
manhood. Capital newly invested in India’s development means 
the opening of new avenues of employment and will go far 
to solve the problem of careers for Indian graduates. The new 
capital required must be mainly India's own capital, if only 
because the amount that can be safely borrowed from abroad, 
even if it were forthcoming, is strictly limited in amount. Por 
a oentury and more India has been accustomed to rely mainly 
on external capital both for her governmental capital expenditure 
and for the development of her industrial resources. To some 
it may sound fantastic, in view of this historic habit, to talk of 
India’s not only supplying the whole of her own capital require- 
ments, but also becoming a lender of capital for the development 
of other countries. Yet I believe firmly that, given the necessary 
development of banking and credit facilities and goodwill and 
readiness to profit by the counsel and assistance of European 
businessmen, the time is not very far distant when India wiU be 
doing both these things. India would seem by nature to be 
destined to be a creditor country, if only her people will it so.'^ 
It was with such aims in view that Blackett increased the facilities 
for the accumulation of savings, especially small savings, and 
prepared the ground for a reorganization of the Indian banking 
system. In many ways, Blackett reminds one of James Wilson. 
On both of them fell the heavy duty of reorganizing the Indian 
financial system after a serious dislocation, and both discharged 
that duty with great earnestness and singleminded devotion to the 
country’s interests. 


§4. Provincial Contributions 

Wa have already seen that the provincial finances were also 
affected adversely by the depression that followed the War, The 


’ JwUa in JSSS-S, p, 089. 
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provincial Governments stniggled to balance tlieir budgets by 
practising strict economy and by raising fresli taxation. Under 
tbe Beforms, the provincial Governments were made responsible 
for the provision of what are called ‘ nation-bnilding ’ services; 
to wit, education, public health, agriculture, industrial develop- 
ment, etc. This meant a large increase in establishments and in 
the salary bill. But the revenues assigned to them were of a 
comparatively inelastic nature. Nor were those revenues fully 
theirs: out of them they had to pay large contributions to the 
central exchequer. The burden of the contributions fell lightly on 
certain provinces, but heavily on others. Madras and the United 
Provinces complained bitterly about the inequality of the burdens. 
Madras had to pay an initial contribution of nearly Es. 3J crores. 

The Government of India realized the justice of these pro- 
vincial complaints, but were unable to modify the Meston Award 
as its own finances were in a parlous condition. But the central 
finances improved after 1924, as we have seen. The budget for 
1925-6 showed a surplus of Es. 3'24 crores and Blackett announced 
that Es. 2-50 crores would be used for a remission of provincial 
contributions. According to the Meston Award the first remissions 
were to go to Madras, the United Provinces, the Punjab and 
Burma, and only after half of tlieir total contributions had been 
remitted could other provinces be given any relief. Thus Madras 
received Es. 126 laldis, the Punjab Rs. 61 lakhs, the United 
Provinces 66 lakhs and Burma Rs. 7 lakhs. In 1926-7 the Central 
Government were able to spare a further amount of Es. 1‘26 crores 
and this was also distributed among the same four Provinces. In 
1927-8 the Pinance Member declared a net recurrent surplus of 
Rs. 3 ‘64 crores. This was not sufficient to wipe out tho whole 
of the contributions, but, owing to the appeal for help from 
Bombay, the contributions were remitted in toto for that year by 
diverting a portion of the surplus set apart for debt redemption. 
This total remission was then said to be only a temporary 
measure, but, as the central finances showed a further improve- 
ment in the following year. Sir Basil Blackett was able to announce 
the total abolition of the contributions in his budget statement 
for 1928-9. ^ Ever since the reforms were inaugurated ’, he said, 
' the provincial contributions have been a millstone round the 
neck both of the central Government and of the provincial Govern- 
ments, poisoning their mutual relations and hampering their every 
action. Theii’ quality, even more than their amount, has strained 
the resources of the giver and the patience of the recipient. They 
have brought curses, not blessings, both to him who has given 
and to him who has taken. 

In other ways also, the financial position of the provincial 
Governments was consolidated and improved. The Act of 1919 


* Bndgat'Stfttfflnent (19^7-8). 
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increased the borrowing powers of the provinces. Some of the 
provinces accordingly raised their own loans within India, but 
it was found that they had to pay rates of interest higher than 
those paid by the G-overnment of India. It was therefore found 
more advantageous for the provinces to borrow from the central 
exchequer, and to systematize such borrowings a Provincial Loans 
Fund was established in 1925.^ Its object was to regulate the 
terms and conditions, the rates of interest and the period of 
amortisation of all advances made by the central Government to 
the provinces. This fund was intended to be self-supporting and 
independent of the central debt. The Government of India 
normally refrained from scrutinizing the purposes for which the 
loans were taken, but the terms as to interest and repayment varied 
according as the loan proceeds were to be used for remunerative 
capital expenditure or otherwise. The provincial Government’s 
right to borrow in the open market subject to the conditions in the 
Local Government Borrowing Rules still remained intact. It has 
been gradually becoming clear from the experience of other Fede- 
rations, especially Australia, that a co-ordination of borrowing by 
the Governments in a Federation is essential, in the interests both 
of the centra] Government and of the provinces, and that a system 
of co-operation through a common agency is often the best 
arrangement. The establishment of the Provincial Loans Fund 
was therefore a step in the right direction. When introducing that 
scheme in the Assembly in 1924, Blackett expressed the hope that 
the fund would some day be administered by an Indian body 
corresponding to the National Debt Commissioners and the Public 
Works Loan Commissioners in England.® As a result of this 
scheme the provinces were enabled to borrow on easier terms for 
development purposes. 

Another longstanding grievance of the provinces was that, 
though they were charged interest when they overdrew their 
balances with the Government of India, they were allowed no 
interest when they had credit balances. This grievance was also 
removed by the decision that the provinces need pay no interest 
on withdrawals during the financial year; any overdraft outstanding 
at the end of a financial year was to be converted automatically 
into a loan. 

The separation of the provincial balances from the central is 
essential for the financial autonomy of the provinces. As Sir 
Frederick Gauntlett, Auditor-General, said : ‘The recognition of a 
right to separate balances almost necessarily seems to imply the 
recognition of a right to a larger degree of freedom from external 
financial control. Moreover, until' a government has its own 
separate balances it cannot adequately realize the importance of 
finanpigl Consideration.’ But various circumstances made this 


> Simon CommiEsion, -vol, V (Memoraacla), Pftit II, pp. lOU-20. 
’ Radgeli Statement (19944). 
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reform difficult at the time and the matter had to wait till the 
Eeforms of 1935, 

Another financial proposal considered was the separation of audit 
from accounts. Such a reform was regarded as essential for some 
time, and as an experimental measure, audit was separated from 
accounts on the civil side in the United Provinces and also in 
certain departments of the Government of India. In regard to 
the Army, such a system had aheady been practically in vogue. 
Bat the experiment was not regarded as a great success and on 
financial grounds it was abandoned with the approval of the 
Secretary of State. ' The question which system is the more 
correct one in principle still remains open.’^ 


‘ Introduction to the Indian Government Accounts and Audit, No. 11, dated 
2 March 1934. 



CHAPTEE XXVII 


PROPOSALS FOR RE-ALLOCATING FINANCES 

§1. Defects of the Meston Settlement 

As we have already seen, the financial settlement of 1919 caused 
a serious stiain in the relations between the Government of India 
and the provincial Governments. A persistent agitation continued 
for a modification of the ‘ Meston Settlement The ‘ mdustrial ’ 
provinces, namely Bombay and Bengal, made the loudest com- 
plaints, but the ‘ agricultural ’ provinces (Madras, the United 
Provinces, the Punjab and others) also joined the chorus, although 
on different grounds. For the moment, the provincial contribu- 
tions formed the principal cause of complaint, and therefore they 
were rectified at the earliest opportunity. By the abolition of the 
provincial contributions in 1 1927, the grievances of the agricultural 
provinces were removed, but those of the industrial provinces still 
remained and their protests became even louder afterwards. Their 
main complaint was that, while the provincial expenditure was 
necessaiuly expansive, the provincial revenues wei’e inelastic and 
altogether inadequate to meet the growing needs of the 
‘ transferred ’ services. Provincial taxes were paid chiefly by the 
agricultural classes, and it was not possible to add much to their 
burdens. Industrial income went on growing, but the provinces 
could not tax it. Since customs duties and the income-tax went 
to the central Government, the revenues of the industrial pro- 
vinces were very inelastic. They felt this especially after the 
abolition of the provincial conteibutions, which increased the 
resources of the agricultural piovinces. The industrial provinces 
therefore pressed for a modification of the whole basis of the 
division of revenues between the central Government and the 
provinces. 

It is by no means an easy task to examine the equity of the 
distribution of sources of revenue between the central Government 
and the provinces. Some of the criteria used by critics were rather 
unsuitable. The Meston Settlement was often criticized on the 
ground that a much larger proportion of the total revenue of the 
industrial provinces than of the agricultural provinces was taken 
hy the central Government. For instance, it was pointed out 
that of a total revenue of Es. 28J crores raised in Bengal, 
the provincial Government was given only Rs. 7 crores or 
26- per cent., while Madras obtained Es. 8 crores out of Es. 20 crores 
(40 pet cent.) and the Uiiited Pro^ces Eci 8 crores out 
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Es. 13'76 crores (60 per cent.).*' The weakness of this line of 
reasoning is obvious. The total revenue taken for comparison 
includes customs and income-tax collections. It is a well-known 
fact that a very large proportion of the exports and imports of 
all India passes through, and are taxed at India’s two principal 
ports, Bombay and Calcutta, and to assign to the provinces of 
Bombay and Bengal the large customs collections at those two 
large ports would be most unjustifiable. Income-tax stands on a 
different footing; yet, as we aliall see presently, it would be most 
unfair to assign to Bengal and Bombay all the income-tax col- 
lected in those provinces. 

A. more reasonable method of comparison is to see what increase 
of revenue accrued to each province as a result of the Reforms. 
This is shown in the following table : 


Increase of Revenue from 1921-2 to 1928-9 

(In lakbs of rupoes) 


Province 

Eevenne 1921-2 
(deducting 
contributions) 

Bavenue 1028-6 

Perceutago 

increaRe 

Madias 

11,46 

17,63 

63 

Bombay 

13,11 

15,22 

16 

Bengal ... 

8,32 

10,99 

82 

United Provinces ... 

10,02 

11,45 

14 

Punjab 

7,10 

11,10 

67 

Buima 

9.18 

11,12 

21 

Bibar and Orissa ... 

4.48 

6,87 

SO 

Central Pro’rinees ... 

4,63 

6,36 

16 

Assam ... 

1,81 

2,74 

50 

Total provincial revenues ... 

70,06 

91,44 

30 


It is clear from the above table that the Punjab and Madras 
enjoyed a much larger increase of revenue than Bombay, the 
United Provinces, Bengal, and Biliar and Orissa. But it does 
not necessarily follow that the axrangement was unfair. This 
result was partly due to the rectification in 1919 of the longstand- 
ing injustice suffered by certain provinces before the Reforms. As 
has been shown in previous chapters, Madras and the United 
Provinces contributed before 1920 much larger proportions of their 
total revenues to the central exchequer than Bengal and Bombay, 
but this inequality was hidden by .the system of ‘ divided heads’. 
This 'was largely rectified in 1919 by assigning certain revenue 
heads to all the provinces alike, except so far as it was continued 
temporarily by the system of provincial contributions. 

Another way of examining the equity of the settlement is to 

‘ Note of the Fiaanoe Committee of Bengal on the Meston Committee's Benoit. 
Ih» pmnt of view is also emphasised by X N, &nnta, The Case for Ji'mmcial 
mke to Bengal a981), pp. 3^6. p * yese fpr 
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pompare the revetities oi* the different provinces on the per head 
and per unit of area liases. The following table brings out this 
comparison (for the year 19Q9-30) ; 

Province Revenue per Revenue per 

head of popidation square mile 



Bs. 

Rs. 

Madras 

... 3-98 

3,184 

Bombay 

... 6-95 

3,089 

Bengal 

... 2-26 

3,367 

United Provinces 

... 2-84 

1,233 

Punjab 

... 5-66 

1,173 

Burma 

... 8-.35 

472 

Bihar and Orissa 

... ]-69 

690 

Central Provinces 

... 3-80 

530 

Assam 

... 3-40 

488 


"We may also compare the expenditure in the different provinces 
on transferred services, but this mode of comparison is also liable 
to the defect mentioned above. 


Expenditure in lakhs of rupees 


Province 

1922-0 

• 1929-80 
(budget) 

Percentage 

iucreaBe 

Madras ... ... 

4,11-8 

7,68-8 

S6 

Punjab ... ... 

2,99-0 

6,42-7 

82 

United Provinces ... ... 

2,98-0 

3,88-2 

SO 

Bombay ... ... 

4,«S-6 

6,67-6 

26 

Bengal ... ... 

8,58-9 

4,0d*0 

14 


In the following table a comparison is made of the expenditure 
on education and public health per liead of population in the 
different provinces. The figures are for 1929-30.^ 



Expenditure per bead 

on 

Province 

Education 

Medical 
and Public 
Health 

Total 

Expenditure 

Madras 

Bs. SB. ps. 

0 9 9 

Bs. as, ps. 

0 6 5 

Bs, as. ps. 

4 2 11 

Bombay 

110 

0 7 6 

8 4 8 

Bengal 

0 4 6’ 

0 8 4 

2 8 10 

United Provinces 

0 6 9 

0 2 3 

2 11 8 

Punjab 

0 13 0 

0 6 8 

6 8 6 , 

Burma 

0 IS 4 

0 7 10 

8 9 11 

Bihar and Orissa ... 

0 4 2 

0 2 6 

1 13 0 

Central Piovineea ... 

0 6 6 

0 2 7 

8 12 8 

Assam 

0 6 9 

, 1 

0 4 € 

3 14 9 


’ See iStntOa Oammiamn Report, yol. n, p. 883. 
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That there are great disparities between the different provinces 
in the standard of esjpenditnre is clear. Between Es. 1-13-0 
per head in Bihar and Orissa and Es. 8-4-8 per head in Bombay, 
the gap was a great one. But it must be borne in mind that these 
figures give no clear indication of the true state of affairs in the 
different provinces. As Layton has pointed out, in a province 
like Bombay with a scattered population more teachers and police- 
men must be maintained per head of population; and the cost of 
roads and of medical and sanitary seiwices must be higher per 
head.^ The differences in the cost of living and in the standard 
of remuneration between the different provinces must also be 
taken into account. Nevertheless, the fact remains that in some 
provinces progress had been rapid, while in others it had been 
slow. In the case of Bombay, it is true the standard of expendi- 
ture was already comparatively high; but in provinces like Bengal, 
and Bihar and Orissa, the level of expenditure was low and did 
not show any tendency to rise. Various historical and other causes 
can be found for the rigidity of revenues in certain provinces. 
In Bengal and other permanently settled tracts, land revenue 
has hardly increased in the last hundred years, and even the 
attempts to impose cesses have been only partially successful. 
Excise is also not a very elastic source in Bengal, and therefore 
the growth of revenue in that province was confined to stamps, 
registration charges and small items like amnsement-taxes. Thus 
the allocation of sources of revenue in 1919 was unfavourable to 
Bengal. Otha* provinces sought to enhance their revenues by 
additional taxation, but Bengal did not do so. 

The difficulties of Bombay arose chiefly from its rather lavish 
outlay on certain development schemes which proved unprofitable 
financially. The result was that Bombay had to spend nearly 
20 per cent, of its revenue on debt charges, while other provinces 
spent on that head only 8*6 per cent, on an average. Madras, 
for instance husbanded its resources very carefully and consequently 
its debt charges came to only 6 per cent, of its revenue in 1929-30. 

The following table shows the burden of land revenue and 
excise pet head in the various Brovinces in 1928-9. 



Land Bevenue 

Excise 

Per head 

ProYinee 

Per head 

Per acre 

Beufial 

Be. as. pe. 

13 8 

Be. as. pB. 

0 11 0 

Bs. ae. PS. 

0 7 3 

Bihar and Oriaaa ... 

0 9 6 

0 8 6 

0 8 1 

Bombay 

1 U 6 

2 7 9 

HlrKH 

hladraB 

3 6 0 

lid g 


United ProTinces 

2 0 0 

116 9 


Fonjah ... 

2 5 7 

3 6 d 

■u 


• pinion Gorntniftion Befnort, vol. 11, p. 
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Whatever might have been the causes of financial stringency 
in the provinces, there is no doubt that in the interests of economic 
welfare the provinces needed larger revenues than they possessed. 
The duties connected with the economic and social development 
of the country fell mainly to them, and without adequate revenues 
they could not be expected to discharge those duties satisfactorily. 
It was also necessary to enlarge their powers, so that they might 
feel full responsibility for their own financial solvency. 


§2. Proposals for Reform 

The question of a re-allocation of resources between the central 
Government and the provinces was taken up soon after the 
Reforms, apd it evoked a prolonged controversy, not only between 
the Governments concerned, but also among businessmen and 
economists. It formed part of the subject-matter of the inquiries 
by the Muddiman Committee (1924), the Indian Taxation Enquiry 
Committee (1924-6) and finally the Indian Statutory Commission 
(assisted by Sir Walter Layton) in 1929-80. Chambers of Com- 
merce discussed the matter at then conferences, and the Indian 
Economic Association made it the subject of its deliberations at 
its annual conferences in 1929, 1930 and 1933. 

In a composite, quasi-federal political system like that of India, 
there are three possible methods of effecting the financial adjust- 
ment between the centre and the provinces ; (1) the whole of the 
revenues may be coUeoted by the central Government and a part 
may be distributed among the provinces; (2) the whole revenue 
may be collected by the provinces and then contributions may be 
made to the central Government; (3) each Government may have 
its own independent sources of revenue. The first method had 
been tried before 1919 with unsatisfactory results and it is neces- 
sarily unsuited to a quasi-federal system in a country of the size 
of India with provincial Governments which govern larger popu- 
lations and territories than most of the sovereign states in Europe. 
The second alternative would place the central Government in the 
position of a pensioner of the provinces and is utterly unsuited to 
the requirements of India. Provincial contributions were tried 
and were found to be ‘a curse both to those who gave and to 
those who received ’. We are therefore left with the third alter- 
native of separating the resources of the central Government and 
the provinces. This was what the Reforms of 1919 actually did. 
Ear the first time the provinces were placed on a basis of substantial 
financial autonomy and were dealt with uniformly in regard to 
sources of revenue. Thus a thoroughly federal system of finance 
was adopted, although the constitutional frame-work was still 
unitary. The separation of sources of revenue was carried furtliea: 
than, in many federal constitutions. Owing to the predominance of 
two or three large taxes in the revenue system of most countries, 
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it has been found difficult to effect a complete separation 
of the federal and the provincial heads of revenue, and therefore 
in some of them (e.g. Canada, and (rermany before 1934) the 
proceeds of certain important taxes are divided between the two 
governments in some fixed proportions; in others the two govern- 
ments raise independent taxes of the same kind side by side (e.g. 
Federal and State income-taxes in the U.S.A. and Australia). 
In India it cannot be said that the Governments depend mainly 
upon two or three large taxes; there is perhaps a larger variety 
of resources than in the case of many Federations. But, even 
here, difficulties are bound to arise when a clean separation of 
revenue heads is made. In the first place, certain revenue heads 
like land revenue and excise are high yielders in some provinces 
and low yielders in others. Secondly, the most expansive revenue 
heads in a developing country must be those directly depending 
upon industry and trade, namely, customs, income-tax, excises 
and commercial stamps. Most of these were allotted to the Centre 
in India, and thus the provinces were given very little access to 
the expanding resources resulting from increased industrial and 
commercial activity. The following table shows that the revenue 
from the two most important provincial heads had increased little 
between 1914 and 1930, whereas the revenue from the two most 
important central heads in 1930 was about five times what it was 
in 1914. 

(In orona of rapeea) 


B«ysaiie head 

1681-^ 

1901-2 

1914-6 

1980-1 

Iiand Bevenuo 

19-6 

27-4 

ai-8 

1 DO-9 

Excise (Provincial) 

16 

6-0 

13-2 

16-7 ■ 

Jnoome-tax ... .4, 

] 3' 

1-9 

3-0 

16-8 

Ovstoms 

28 

5-7 

1 9-4 

46-8 


It is evident that in this period the proceeds of customs duties 
and income-tax proved to be very expansive, although this was 
largely due to increases in the rates of tax. Whenever economic 
development goes on rapidly, these revenues (especially income-tax) 
are likely to expand. 

§3. Proposals for Re-allocation 

Various measures of reform wei’e considered in the course of 
the inquiries mentioned above. As a radical remedy, it was sug- 
gested that the Avhole of the revenues might be collected by the 
provincial Governments and confaibutions made by them to the 
central Government. Others thought that a redistribution of the 
revenue heads woiild suffice. But the view that finally obtained 


* This figurs is for 1860. 
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the greatest support was that the worst faults of the Meston Settle- 
ment could be remedied by making the income-tax a balancing 
factor. It was also suggested that a Provincial Fund might be set 
up from which grants could be made to adjust inequalities, 

1. With a view to giving complete fiscal autonomy to the 
provinces, it was suggested (e.g. by some members of the Indian 
Central Committee on Constitutional Eeforms) that all the 
revenues of India should belong to the provinces wliere they are 
collected. There are serious objections to this proposal. To make 
the central Government a pensioner of the provinces would weaken 
its authority and reduce its effectiveness in every way. An 
arrangement of that kind made the American Confederation of 
1780 an unmitigated failure, since it was found difficult and almost 
impossible to compel defaulting states to produce their quotas. 
Even the weakest Federation today gives independent financial 
resources to the central Government. 

It can also he shown that the proposed system would result in 
unfairness as between provinces.* As already explained, revenues 
like customs and income-tax ai’e laj'gely collected at big ports and 
trade centres like Calcutta and Bombay and to assign them to 
the two provinces where they happen to be mainly collected would 
result in gross injustice to the other provinces. The case of 
customs revenue is the most glaring. It is collected chiefly at the 
main ports, but is ultiiqately paid by the people all over the 
country; and it would be impossible to allocate the proceeds of 
import duties to the various provinces on the basis of ultimate 
consumption without an elaborate and expensive bonding system. 
In exceptional cases, such as that of the export duty on jute, 
allotment can be made between provinces on the basis of the 
amount produced in each. But the incidence of the duties on 
imported goods which form the mainstay of the customs revenue 
is uncertain. Further, it is essential that there should be uniform 
rates of customs duties throughout India, and this can only be 
effectively secured by means of a central organization. The fact 
is that the existing provinces of India are not suitable areas to 
be treated as independent fiscal units. If India were divided up 
into four or five homogeneous provinces, each being an economic 
unit with its own port and its agricultural and industrial areas, 
it might then be possible to establish a fiscal system as proposed 
above. In the present circumstances, many of the provinces 
cannot establish any natural right to the revenues collected within 
their territories. The absurdity of snch a claim becomes clear 
when we remember that under that arrangement Bengal would 
get over Es. 40 crores of revenue while Bihar and Orissa, with a 
population only 25 per cent, less than that of Bengal, would get 
only about Es. 7 crores. 


* Simon OommUmn Report, vol, U, pp. 248-7, 



852 pedebaIj finance in incia 

2. Some persons suggested a piirtial rodistribulion oi‘ revenue 
heads with a view to increasing the provincial resources. Some 
of the pi'oposals put forward were sound; for mstaiice, it was very 
desirable that commercial stamps should bo transferred to the 
central Government, as the regulation of them was connected with 
central functions and the rates prescribed should be uniform 
throughout the country. Other proposals were not equally wise. 
One of them was the transfer of income-tax to the provincial 
Governments and of the excise on liquor and drugs to the central 
Government.^ For the moment, the central Government would 
have been the gainer as the revenue from excise was Bs. 19 crores 
while that from income-tax was only between Bs. 15 and Es. 16 
crores, but eventually the latter would expand much more than 
the foimer and thus the provincial Governments would be able 
to obtain increasing revenue for financing the nation-building 
services. The proposal however, was not feasible, as the diffi- 
culties involved were insuperable. The liquor excise systems of 
the different provinces differ fundamentally, and it would not be 
easy to make them unifonn. Nor is it desirable to leave to officers 
of the central Government work which touches so closely the 
life of the people and requires the help of the Police, who are 
under provincial control. Some supported the proposal on the 
ground that a centrally administered excise would facilitate 
prohibition, but that made the proposal specious, if not 
dangerous.® 

It may be noted that the proposal for provincializing the 
income-tax came chiefly from Bengal and Bombay. In those two 
provinces the income-ta!S collections are large, but (as has already 
been shown in regard to customs revenue) it would be untrue 
to say that all the income-tax collected in those provinces arises 
only from them. The incomes on which tax is collected in those 
two provinces are not entirely earned in them. The head-offices 
of most large businesses in India are at Calcutta or Bombay, 
and naturally they are assessed to income-tax there, but it 
would be a great injustice to the other provinces if all the 
income-tax paid by such businesaes were assigned to the jarovinces 
where it is collected. As Sir Walter Layton cogently puts it : 
'The population of towns, and in particular that of the capital 
cities, builds up its economic life on that of the country as a 
whole, while the prosperity of the great porta has its roots in 
the villages of the interior as well as in those of seaboard provinces 
themselves. The shipping concerns and commercial houses of 
Karachi or Bombay, for example, may enjoy increased profits next 
year as a result of favourable agricultural conditions in the Pimjab. 
These profits will mean higher income-tax assessments in respect 

* Sea E. M. Joshi’s paper m the Indian Journal of Bconamtos, January 1930 

* ' The Beadjnetment of the Indian financial System ’ by F. J. Thomas, 
Indian. Affairs (London), vol. I, No. 1 (1980). 
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of incomes earned lu the presidency of Bombay and increase the 
consumption in those cities of imported goods and, therefore, the 
amount of customs revenue collected. But it would be a mistake 
to attribute this expansion of revenue to the special industry or 
good fortune of the Presidency alone. On the contrary, it would 

be due primarily to conditions elsewhere Under these 

conditions the tax revenue which arises from the activities of 
great oenti'es, such as Bombay and Calcutta, is properly to be 
regarded as due to the whole economic life of India and not merely 
to that of a particular territory round those ports. 

§4. Division of Income-tax 

It must be admitted, however, that if the provmces can put 
forward a reasonable claim for any of the revenues now central, 
it must be for a share in the income-tax and perhaps also the salt 
tax. Although the income-tax revenue from the incomes of the 
larger businesses should be definitely central, there is no special 
reason, theoretical or practical, for the central Government 
being given the whole proceeds of the tax on personal incomes. 
As La 3 rton puts it : ‘ The system of distribution (of revenues) must 
enable a province to benefit from its own economic development 
and from the enlargement of its own tax-producing capacity. In 
other words it must receive some benefit from an increase of the 
revenue which arises within it.’® A good part of the burden 
of industrial development falls on. provincial shoulders and to deny 
them any share in the tax on the resulting income was unjusti- 
fiable. It was on these grounds that under Devolutbn Buie 15 
framed under the Government of India Act, 1919, three pies in 
the rupee of any excess in the income assessed to tax in a province 
in any year over that so assessed in 1920-1 was assigned to the 
provincial Government out of the proceeds of the income-tax. 
But the share thus allotted to the provinces was far too small. 
While industrial production was growing rapidly in Bombay and 
Bengal, those provinces had to look on and see practically the 
whole benefit so far as tax revenue was concerned going to the 
Government of India, although a good part of the burden of 
increased expenditure on this account fell on the provincial Govern- 
ments. The provinces complained that while the central Govern- 
ment taxed the wealthy man, they could only tax the poor man.® 

There was general agreement as to the advisability of giving 
the provinces a share in the income-tax revenue, but difficulties 

‘ Svnun Cotti.m»ssiott Report, vol. II, p. 2i6. 

'' ibid., p. 351, 

’ Xbe Pmancioi Secretary ol the Bombay G-oremment said at a Ooaference: 

' If there is to be any leal provincial aulonomy, we ought to aim at a system of 
taxation whicih permits the local G-ovemment to distribute its taxes according to 
principles which are recognized as being eq,uitable, . . . We cannot ten indnetries 
at all; we can only tax the cultiveioi and the poor man,’ 

a3 
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arose when the mode of division was considered. Three methods 
of dividing the proceeds of taxes on income between the Centre 
and the provinces have been employed in other countries, namely 
(i) levy of separate income-taxes by the two governments, (2) levy 
of the tax by the centre, with surcharges for the benefit of the 
provinces, and (3) division of the yield between the two 
governments in some proportion. 

.1. In the federal constitutions of the United States and 
Australia, the States as well as the Federal Government levy 
separate income-taxes. Normally each employs its own staff 
for collection.^ This system has proved expensive and annoying in 
those countries. The existence of two independent taxing authori- 
ties operating within the same sphere is bound to cause consider- 
able iiTitation to the tax-payers. On these grounds, that 
arrangement was condemned by the Eoyal Commission which 
inquired into the tax-system of Australia in 1920. Things would 
be worse if the rates varied between different States. It is true 
that local authorities in India are permitted to levy taxes directly 
assessed on income and this has not caused any great annoyance. 
Considering the large size of India and the fact that the 
exemption limit for the central income-tax is fairly high, would it 
be practicable to develop a separate provincial income-tax in 
India? 

2. In European countries, the income-tax is levied by the 
central Government, which also levies surcharges (.centimes addi- 
tionnels) for local purposes. The Taxation Enquiry Committee 
found various objections to the levy of any such surcharge in India 
for provincial purposes, but those objections seem to have been 
largely due to certain misconceptions.® It would not be fair, for 
the reasons given above, to make this levy on the total amount 
collected in a province, but no theoretical objection can be raised 
against a surcharge on the tax paid on personal incomes of 
residents within the province. The fear that such surcharges 
might encroach upon the sphere of central taxation would be 
removed if the surcharges were limited to a definite percentage 
of the rates prescribed by the Government of India.® Layton 
supported the scheme of enlarging provincial resources by means 
of surcharges on the income-tax. 

3. A third alternative is to assign to the provinces a share 
in the proceeds of the income-tax levied and collected by the 
central Government. By this arrangement a uniformity in rates 
and law can be secured, and on these and other grounds this has 
found favour in India. Two alternative modes of dividing the 
proceeds of the central income-tax were considered. 


^ The State oi Masgaebusetts, however, engages the Federal Officers to collect 
the State tax as well. 

* Tascaiion CommtUae Report (193Q, p. 881. 

• Simon Gommisiion Report^ vd. v. Part II, pp. 875-8. 
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(a) The Governments of Bengal and Bombay proposed that 
one-half of the proceeds of income-tax and super-tax collected 
within a province should be assigned to that province. This 
would) of course, enable those two Governments to obtain for 
themselves a very large share of the income-tax revenue, but the 
injustice of any such method of assignment based on total collec- 
tions has ah'eady been explained. It would be extremely difficult 
to apportion the income of companies according to origin; if per- 
sonal incomes only were taken into account, this proposed method 
of assignment would be reasonable. 

(b) Another basis of distribution was proposed by the Taxa- 
tion Enquiry Committee, which investigated this matter carefully, 
in the light of the conclusions of the League of Nations Com- 
mittee of Experts on Double Taxation in 1921. The following 
were the principal recommendations of the Taxation Committee 

Gentral Provincial 

1. Super-tax. 1. A basic rate on personal 

incomes graduated propor- 
tionately to the general 
rate. 

2. Collections on incomes that 2. A small portion of the 

do not appertain to resi- receipts of the Corporation 

dents in particular pro- Profits Tax. 

viuces; e.g. the tax on the 

undistributed dividends of 

companies and on incomes 

of persons resident abroad. 

The proposal to assign to the provinces a part of the tax on 
personal incomes has the advantage that the amount would vary 
with the taxable capacity of the province, but a graduated basic 
rate would be inconvenient unless the Government of India could 
also adopt the same system of graduation. Therefore a fiat rate 
on the total personal incomes was suggested by the Government 
of India as a simpler and more convenient arrangement.® It 
would vary with the volume of economic activity in the province, 
and the provinces would thus get an elastic source of revenue. 
The above proposal was discussed at the conferences of provincial 
representatives in 1926 and 1927 and was generally a^ed to by 
the provincial Governments. The Government of India objected, 
however, to the proposal to assign to the provinces a small part 
of the receipts from super-tax levied on companies. La 3 dion agreed 
with the Taxation Committee on general principles, but thought 
it preferable to give to the provinces one-half of the proceeds of 
the tax on personal incomes. He ooneddered that in view of the 

* B$pott, pp. 881-6. 

Circialsr letter to the Province, Ko. 116, dated 18 August 1936, para 7, 
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financial position of the Government of India no part of tho 
proceeds of the super-tax could be given to the provinces.' 

§6. Provincial Fund 

Tt viras also realized that a re-al location of existing resources 
was not sufficient; fresh sources had to be tapped if the provinces 
were to be given adequate revenues. For various reasons some 
authorities considered that it was not advisable to leave it to the 
provinces to levy the new taxes and that it would be better for the 
central Government to levy them and distribute tho proceeds to 
the provinces. Sir Walter Layton drew up a proposal for a 
Provincial Fund, to be administered by an Inter-Provincial Council 
under the chairmanship of the Finance Member of the Govern- 
ment of India. The Fund was to be distributed on the basis of 
population. Excises on cigarettes and matches were suggested as 
possible sources of revenue for the Fund and also the salt revenue, 
if and when the financial position of the central Government per- 
mitted it.® These three excises were expected to yield a revenue 
of Rb. 14 crores at the end of ten years. The Simon Commission 
blessed this scheme and the Government of India gave it their 
general approval in their Dispatch on the Statutory Commission’s 
Report.'* As we shall see, this proposal had some influence on the 
scheme finally adopted by Parliament in 1035. 

Soon after the Simon Commission had reported, the revenues 
of India shrank under the pressure of the greatest economic 
depression of modern times, and therefore the estimates and 
assumptions of Sir "Walter Layton were upset. The rectification 
of the Indian financial system was also put off. By the time 
the Round Table Conference came to consider the financial prob- 
lem, the idea of an all-India Federation had been adumbrated 
and fresh inquiries had to be made preliminary to devising a scheme 
of federal finance. 


' Simon Commusion Benoit, vol. II, pp. 266, 268. 

“ ibid., pp. 269, 2684. 

* ibid., pp. 18S-4; Qovernmeut of India’s Dispatch, dated 20 September 1930, 
pp. 62-7. 



CHAPTEB XXVIII 

INDIAN FINANCES IN THE DEPEESSTON 

§J. The Decline of Trade and Revenues 

Aj’ter 1922 the financial position of the Qovernmenli of India 
became rather strong. The external demand lor India’s staples 
went on increasing. As a result trade improved, the balance of 
trade became favourable and the revenue expanded. It was 
therefore possible not only to reduce or abolish certain taxes, 
but also to wipe out the provincial contributions altogether. It 
was then expected that such conditions would continue; and the 
Simon Commission looked forward to a definite upward movement 
in the revenues of tlie central Government, especially from 
customs duties and income-tax.* These expectations were not 
fulfilled. The Wall Street boom collapsed (October 1929) some- 
time before the Simon Commission fninlly reported (19!)0), and 
soon the whole world was plunged into the abyss of an unprece- 
dented economic depression. Between October 1029 and Decem- 
ber J931, the prices of India’s chief staples fell by about 
40 per cent. The Calcutta index number (base 1914), which stood 
at 143 in October 1929, fell to 87 by June 1932. 

The slump had most baneful effects on the trade and finances of 
the country. The export trade of India in the ten years ending 
1929-30 amounted to an annual average value of Es. 326 croros, 
but by 3932-3 it had fallen to Ea. 136 crores — ^Iiardly two-fifths of 
the former average. Tire extent of tho fall will be clear when 
we remember that even the pre-War avareige (ten years ending 
1914) was Es. 195 croi'cs. The import trade also fell from Rs. 243 
crores (average of ten years ending 1929-30) to Es. 132 crores in 
1932-3. Imports would have slimnk further, had it not been for 
the additional purchasing power created by the export of gold 
in copious quantities from 1931. 

This tremendous decline in foreign trade completely upset the 
revenue position of Government. After the War, about two- 
thirds of the central Government’s revenues came from customs, 
a somroe which depends directly on external trade. Import duties 
produced the bulk of the customs revenue, and the imports which 
paid the largest revenue were sugar and cotton goods. The 
amounts of sugar and cotton goods imported declined rapidly 
after 1928, partly no doubt because of the country’s dwindling 
purchasing power, but chiefly on account of the great mcrease in 


* op, cit., pp. 280-2. 
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home production which resulted from the State’s protective policy 
and the strong ‘swadeshi’ spirit among the people. The import 
duty on sugar, which brought in Bs. 10-63 crores in 1930-1, pro- 
duced hardly Rs. 3 crores in 1933-4; tho revenue from duties on 
cotton goods also fell greatly owing to the rapid fall in impoi'ts. 
The revenue from income-tax registered a sudden decline, as was 
but natural, seeing that the profits of companies assessed to income- 
tax fell from Rs. 53 crores (average of five years ending March 
1930) to Rs. 29 crores in 1932-3. Perhaps the most pitiable 
record is that of the non-tax revenues, especially those from 
the commercial departments. The following table is self- 
explanatory : 


Non-Tax Revenue of the central Government 


(To croiea of rnpees) 


Items 

1033 4 

1930-30 

1933-4 

Net reTenue fiom commotcial depaitmanls (chiefly 
Bailwaya) ... ... ... ... 

8 97 

6-34 

66 

Net lerenne fiom opium ... ... ... 

1-6G 

3 65 

•88 

Net revenue Irom curreusy uud mini ... 

9-14 

8 00 

■74 

Interest receipts ... ... ... ... 

8-10 

4 40 

1-63 

Bstiaordmsiy leceipts ... ... ... 

S’OO 

189 

■30 

Other revenues ... ... ... ... 

8-72 

s-as 

9^73 

Frovinciel contiibutions 

9-30 

... 


Total ... 

30 45 

19 46 

6^89 


The position of the Railways was the most disappointing factor. 
After the separation of the railway budget in 1924, the railway 
finances improved^ for a time and the contribution to the general 
revenues was maintained at an annual average of about Rs. 6 
crores till the depression deepened. The following table shows 
the position of the state-owned Railways before and after 
1929 ; 
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Rmlway Finances, 1924-6 to 1935-G 


On ororea of riipcps) 


Tear 

Not' 

tiafflc 

leccipta 

Net 

lovenue 

Interest 

chaigos 

Bnrplns* or 
deficit 

ConliihulioD 
In general 
revenues 

Net surplus* 
ttansfeued 
to 1 earn VO 

1924-6 

38'13 

37 06 

23 00 

13-10 

6 78 

6 38 

1025-6 

36 28 

34 09 

24-81 

0 28 

6-49 

8-79 

1926-7 

34 04 

33 37 

26 87 

7 60 

6 01 

1-49 

1927-8 

38 09 

8812 

27 27 

10 86 

6-28 

4-67 

1928-9 

37 61 

3714 

20 33 

7 81 

6 23 

2-68 

1929-80 

34 62 

34 60 

30 46 

4 04 

612 

-2 08 

1930-1 

27-64 

27 63 

32 72 

-6-19 

6 74 

-10-93 

1931-2 

28 86 

28-87 

38-07 

-9 20 

• •• 

-4-95 

1962-3 

2168 

22-66 

82-91 

-10-23 



1083-4 

28-67 

24 62 * 

82-68 

-7-06 

.. 


1984-6 

26-21 

26-74 

31-80 

-6-00 

e.s 

• a» 

1986-0 

29-07 

39*79 

a-69 

-1-90 

... 

• es 


Thus in the years from 1924-6 to 1929-30, the Railways 
contributed nearly Rs. 30 crores to general revenues. In 1930-1 
the slump affected railway eai’nings and the contribution was paid 
entirely from the Railway Reserve Fund. In 1931-2 the gloom 
deepened and, in spite of emergency retrenchment measures, deficits 
continued from year to year and the railway budget was only 
balanced by drawing repeatedly on the Reserve Fund and, after 
that was exhausted, on the Depreciation Fund. 

§2. The Financial Crisis, 1981 

With revenues rapidly declining and expenditure remaining 
high, the position of the Government of India became unenviable. 
Conditions were not too bright even before the slump began. The 
years 1927-8 and 1928-9 had closed with deficits amounting to 

* Nefi traffic TeceiptB mean the difEsTeade between groae traffic leceapts and 
Working expenses inclnding depreciation but not interest. 

’ SnrpInB is the balance of net revonhe after the payment of interest charges. 
Deficit is any amount by which net revenue falls short of interest charges. 

' Net surplus represents the balance left after payment of the conMution to 
general revenues, 
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Rs. 2*2] crores anti Rs. VOG crores respeeliively. The year 1929-30 
closed with a small surplus owing to certain windfalls. In 1930 
prices eaddenly fell, trade declined and the revenue collections 
dwindled, as mentioned above. The revised estimates for 1930-1 
disclosed a fall of revenue to the extent of Rs. 13'66 crores, of 
which Rs. 12*10 crores was under customs, income-tax and other 
principal heads of revenue. The year 1930-1 finally closed with 
a deficit of Rs. 11^ crores. The revenues continued to fall, and 
it was feared that the year 1931-2 would close with a deficit of 
Rs. 19J crores. 

This situation was not brought about solely by the li*ade 
depression. There were important aggravating factors like the 
economic boycott, frequent hartals and so forth. These political 
disturbances weakened confidence in India as a field for invest- 
ment both at liome and abroad, and led to a decline m the price 
of Indian securities and a large withdrawal of capital from the 
country. This meant increased expenditure on loans, and the 
Government of India were forced to take measures to protect their 
position. High money rates prevailed, and this increased the 
difficulties of traders. The rapid decline in the price ot Govern- 
ment securities disclosed the true state of public credit. The 
3J- per cent. India sterling stock which stood at 69 in 1929 had 
fallen to 60 by April 1931. By September 1931, it liad fallen 
to 43 J. 

The world economic situation wont from bad to worse. On 
21 September 1981 , the British Government announced its 
decision to abandon the Gold Standard. This created a great 
sensation not only in Britain but in India as well, The Govern- 
ment of India took immediate action by issuing an ordinance 
relieving themselves from the obligation under the Ourrenoy Act of 
1927 to sell gold or sterling, and the three days, 22 to 24 September, 
were declared public holidays under the Negotiable Instruments 
Act. On 24 September the decision to link the rupee to sterling 
at the existing ratio was announced, and a new ordinance was 
issued cancelling the earlier ordinance and limiting the sale of 
sterling by the Government to certain definite purposes. No 
difficulty was felt when the banks re-opened on 25 September and 
the temporary restrictions placed on foreign exchange transactions 
were soon removed. 

There has been a good deal of criticism of the Government’s 
decision to link the rupee to sterling. Three alternative courses 
were open to the Government of India in September 1931 ; namely, 
(1) to remain on gold either at the old or at a lower parity, (2) to 
leave the rupee to find its own level, and (8) to link the rupee 
to sterling at the existing or a lower ratio. Considering the un- 
certainties of the world situation and the heavy obligations that 
the Government had to meet in England, partly under ’home 
charges’ and partly for repayment of debt, the Government 
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found it dilTicnU to adopt any other coiirse tlian linking the ruiwe 
to sterling. This was considered to bo the least risky couj'se, and 
with good reason. Not only India, but also most of the countries 
whose dealings in England played a large part in their financial 
operations, decided to link their ciu-rencies to sterling. Nor 
have the results been disappointing. The steiling aiea recovered 
much sooner from the effects of depression than the gold 
bloc, and within a few years it enjoyed a large measure of 
prosperity. 


§3. How Financial Equilibrium was Reslored 

The Government of India handled the crisis energetically. An 
emergency budget was placed before the Assembly on 29 Sep- 
tember 1931. The Government’s two principal lines of action 
for improving the financial position were ; (1) retrenchment, and 
(2) increased taxation. 

A retrenchment campaign had already been launched. Early 
in the year, some small economies amounting to Es. 2’73 lakhs 
were carried out straightway, and in March 1931 a Retrenchment 
rommittee was appointed to work with the aid of various Sub- 
committees. Those Suh-commitlee.s senitinized both civil and 
military charges in a soarohing manner, and tho Government 
carried out 90 per cent, of the economies recommended. As a 
result, the Defence budget was cut down from Rs. 62 evores in 
1931-2 to Es. 47-40 crores in 1932-3. But the situation required 
still more drastic action, and in the emergency budget Sir George 
Schuster announced a out of 10 per cent, in the pay of all Govern- 
ment servants drawing more than Ra. 40 a month. The Viceroy 
imposed upon himself a cut of 20 pei- cent, and the Members 
of his Council sun-endered 15 per cent, of their salaries. The 
cut was to last till March 1933. The saving that resulted was 
only Es. IJ crores for the sixteen months from December 1931 to 
March. 1933; but it was necessary that Government servants 
should make a sacrifice at a time of such serious national emer- 
gency. The uniform out on all salaries above Es. 40 a month 
.was regressive, but the Einance Member justified this on the 
ground that the fall of prices had not reduced the cost of living 
appreciably, except for the subordinate ranks of Government 
servants. 

■ An increase of taxation was found necessary at an early stage. 
Ip the budget for 1931-2, the customs duties on liquors, sugar, 
silver bullion, betel-nut, spices and cinema films were increased 
at varying rates, and surcharges ranging from 2J per cent, to 10 per 
cent, were placed on the general tariff. The 10 per cent, and 
30 per cent, schedules with the surcharges now became 12J- per cent, 
and 40 per cent, schedules respectively. A surcharge .of 6 per cent. 
wa8 imposed on cotton piecegoods which previously , came under 
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the 36 per cent, schedule, so that they now had to pay 20 per 
cent, in all. The special duties on kerosene were raised by 9 pies 
per gallon and those on motor-spirits by 2 annas per gallon. On 
sugar, pending the protection proposals, the duty was raised by 
Re. 1-4-0 per cwt. on all grades. It was expected by these 
measures to obtain an additional yield of Rs. 9-82 crores under 
customs. Changes were also made in the income-tax rates. 
Rates on incomes below Es. 6,000 were raised by 4 pies and 
those on sums between Rs. 5,000 and Es. 40,000 by 5 to 7 pies. 
On incomes between Rs. 40,000 and Es. 1 lakh the rate was 
increased from 19 pies to 25 pies. On incomes above Es. 1 lakh 
the rate was to be 26 pies. Changes were also made in 
the super-tax rates. An increase of Rs. 6 crores was expected 
under income-tax and super-tax as the result of these 
changes. 

In the emergency budget of September 1931, a general sur- 
charge of 25 per cent, on the existing rates of tax was announced, 
and this was to apply to all import duties and excise duties 
including salt and to income-tax and super-tax. In addition the 
exemption limit for income-tax was lowered from Rs. 2,000 to 
Es. 1,000 of income in a financial year,* the rate of tax imposed 
on incomes of Rs. 1,000 to Rs. 2,000 was 4 pies in the rupee. 
The import duties on various articles were also specially 
raised. The duty on artificial silk piecegoods was raised from 
20 per cent, to 40 per cent., and that on silk yarn from 10 per 
cent, to 16 per cent. The duty on brown sugar was raised from 
Es. 6-12-0 to Rs. 7-4-0 per cwt., following the Tariff Board’s 
recommendations. The duties on boots and shoes were also raised. 
On camphor and electric bulbs the rate was raised from 20 per cent, 
to 40 per cent. In regard to these articles, the general surcharge 
was to he in addition to the increased duty. The surcharges im- 
posed by the ordinary and the emergency budgets of 1931 raised 
the level of the general revenue tariff from 16 per cent, to 26 per 
cent. This gave some justification for placing duties on certain 
articles hitherto free. Accordingly a new duty of 10 per cent, 
was put on imports of machinery and dyes and a duty of J anna 
per lb. on raw cotton. Mainly with a view to covering the deficit 
in the woriring of the Postal Department, the rates of inland 
postage were raised both on letters and on posl-oai'ds. 

The increase of taxation raised a storm of protest in the 
country. Business classes, both European and Indian, opposed it 
on the ground that it crippled trade and industry.^ The Einance 
Member, they said, was balancing the Government budget by 
unbalancing the budgets of business concerns. The European 
Association in Madras stoutly opposed the Government’s proposals 
and passed a resolution that ‘the surcharges on customs duties 


* !Pbr the vlewa of Bombay milloTOers othera, aeo of India, 

$ 0(!tober 1931, 
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would be dirtaskons to the trade and commerce of the country 
at the present time, and so far from providing the increased 
revenues anticipated are calculated eilectively to decrease them 
By diminishing the sources of taxation As much as 70 per cent, 
of the deficit was to be met by increased taxation and only 30 per 
cent, by retrenchment. Attention was also drawn to the giowlh 
of central (especially defence) expenditui'e since 1014. The 
■pinance Member, in defending his policy in the Assembly, pointed 
out that the increased import duties would encourage Indian 
industry. This was not regarded as a convincing plea at the time, 
but future events showed that, while import trade was hit by 
the heavy duties, internal production did receive an unexpected 
fillip. 

While the Government of India were reluctant to cut down 
expenditure from revenue, they made a drastic cut in their capital 
expenditure and this reduced the country’s purchasing power. 
During the three years ending with 1929-30, the capital outlay on 
Eailways and the provincial expenditure on civil works amounted 
to about Ea. 50 crores. After 1930-1 all such expenditure was 
rapidly curtailed. Capital expenditure on the Eailways nearly 
disappeared for a time, and even the provincial expenditure on 
civil works (charged to revenue) was reduced by one-half. In a 
counti^ where the Government is the largest single employer, a 
reduokon of public works expenditure from an annual total of 
Es. 60 crorcs to Ks. 12 crores was bound to have a voiy adverse 
effect on purchasing power. In most European countries, public 
works expenditure was increased during the depression, with a view 
to maintaining purchasing power and adding to economic equipment 
at a low cost; and in most cases this meant unbalanced budgets. 
But the Government of India pursued an old-fashioned ' sound ’ 
financial policy and considered a balanced budget as of supreme 
importance.* 

It must be admitted that the Government’s adherence to an 
orthodox policy enabled them to restore financial equilibrium and 
to raise India’s credit to a high level among the nations. A solid 
barrier was erected against what the Finance Member called the 
' sKppery slope ’ of inflation. Many of the countries which went 
on spending money recklessly and kept their budgets deliberately 
unbalanced came to grief afterwards. The immediate result of the 
policy followed in India was unfavourable, but in the end it helped 
India to weather the storm successfully. 

In spite of the energetic measures mentioned above, it was 
not possible to balance the budget for 1931-2; however, the 
threatened deficit of Es. 19J crores was reduced to Es. 11*76 

‘ See The Htndu, 34 October 1931. Bee aUo Madras Ohamber oI Commerce 
Eeporfc (193D, p. 99. 

* P. 3". xbomas, * India in the World Depression ’ in TJie #eowpmic Jortn^, 
September 1935, 
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Groves. The emergency measures ImO their full effect in the fol- 
lowing year, 1932-3, which closed with a surplus of Es. 1’56 croros. 
It must be remembered that in each of these yoax’s libei’al provi- 
sion (neatly Es. 7 crores) was made tor the reduction and avoidance 
of debt, and therefore, so far as the budgetary income and expendi- 
ture were concerned, the Government not only paid their way even 
in the years 1931-2 and 1932-3 tahen together, but also provided 
a net amount of Rs. 3] crores for the reduction of debt. As there 
was a further fall in the revenue under customs duties in 1933-4, 
it was decided to provide only Es. 3 crores for j’eduction and 
avoidance of debt. However, the Government were helped by an 
increase in the salt revenue resulting from the abolition of the salt 
credit system and by a comparatively tranquil political atmosphere. 

Thus the financial oiisis passed away and althongh the heavy 
taxation discouraged business and unbalanced the budgets of 
private individuals, the Goverament’s budget closed with comfort- 
able surpluses in the years after 1932-3, years when the most 
powerful nations in the world were struggling with unbalanced 
budgets. The result was a great rise in public credit which 
enabled the Government to carry out successful convei'sion opera- 
tions and reduce the burden of the public debt. The Government’s 
floating debt fell from Es. 84 croi’es in September 1931 to Es. 35 
crores in 1933, and the gold and sterling backing of the rupee 
outrency rose from 40 per cent, in 1931 to 60 per cent, in 1938. 
No wonder that the Sj pei' cent, sterling paper, which stood at 
about 43 in September 1931, rase to 89 by March 1933 and 98 
by January 1935. 

It is but fair to state that this result was greatly due to the 
export of gold in copious quantities. In prosperons times the 
yellow metal flowed freely into the country, and the peasant in- 
vested his savings in it. "When hard days dawned again, he had 
to part with some of it. The abandonment of the gold standard 
by India put a premium on gold, and enabled the country to 
sell its gold at a profit. In this way much gold flowed out week 
after week, and an amount valued at Rs, 270 crores had left the 
country by February 1936. This huge figure appears disquieting 
at first sight, bat we have to remember that it was not gold from 
the reserves of the Central Bank or the Government but barren 
metal which had been lying either in idle hoards or in the jewel- 
boxes of women. The gold exports enabled the Government to 
obtain sterling in London for their needs, and thus not only to 
meet their dues in London, but to strengthen theh reserves there. 
They have also enlranced the credit of India and have enabled 
the Government to bori'ow at low rates of interest and to caa-ry 
out conversion operations effectively and profitably. The export 
of gold helped greatly in maintaiaing the currency, and it came 
in good time to compensate for the drying-up of purchasing 
power resulting from the catastrophic fall in prices. Many of our 
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politicians and even economists were uneasy about these gold ex- 
ports, but some of the arguments used wore based on a crude 
mercantilism. Between 3922 and 1931, India’s net imports of 
gold came to about 43 million ounces: of this about two-thirds 
went back. But the gold that left the country was converted 
into mobile, pin chasing power by ihe people. Gold, in Branois 
Bacon’s words, ‘is like muck, not good except it be spread’. 
The Indian lyot invested his savings in gold, and those reserves 
were intended lor use in lean tunes. When the lean times arrived 
in 1932, the hoards were turned to pi’ofitable use and this kept up 
the country’s purchasing power. But for this opening of hoards, 
the Indian people might have suffered more intensely as a result 
of the world depression. 

§4. Effects of Protection on Revenues 

The fall in the central revenues from 1930 was no doubt due 
chiefly to the slump in prices, but other aggravating factors have 
also been in operation chiefly in regard to customs duties. An im- 
portant factor which has lately affected the customs revenue is the 
rapid growth of industrial production in India, which has resulted 
from the policy of discriminating protection adopted by the 
Government of India in 1923. Increased home production meant 
a falling off of imports and a reduction in customs revenue. Not 
only the specifically protective tariff, but also the high revenue 
tariff, have encouraged home production in recent yeai-s. Matches 
are one example of this. In 1921-2 India imported a large part 
of its matches and the customs revenue from matches was 
Es. 1’03 orores. With the help of the revenue tariff the Indian 
match industry made rapid strides, and by 1928-9 the imports 
had largely declined and the customs receipts had fallen to 
Bs. 24 lakhs. In that year the tariff was made protective; since 
then imports have nearly disappeared, and with them also the 
customs revenue from imported matches. 

The growth of cotton manufactures has also been rapid in 
recent years. In 1900 about 80 per cent, of the cotton piecegoods 
(i.e. cotton cloth made in mills) consumed in India came from 
outside (almost entirely from Great Britain). By 1913 the pro- 
portion of imiiorts had fallen to 73 per cent. During the War 
there was a decline in imports and the Indian mill production 
made rapid strides. However, up to 1929 about half the amount 
consumed annually still came from outside. Since then Indian 
mill production has made rapid progress owing partly to the pro- 
tective tariff, partly to the swade^i spirit in the country, and 
partly also to the fall in the spending power of the masses which 
made imported goods from Britain too dear. Even in 1929-30 
44 per cent, of the total amount of cotton piecegoods consumed 
in Lidia came from dutside, but by 1933-4 the proportion had 
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fallen to 20J per cent. This may be seen clearly in iho following 
table ; 


Consumption of Cotton Picoegoods in India (intllion yards) 


Year 

Total imports 

Mill prodne- 
tion ID 
India 

Total 

Pei rentage 
of imports 

1904-6 

2,288 

678 

2,066 

77-1 

1918-14 

8,169 

1,164 

4,823 

73-1 

1918-19 

1,097 

1,461 

2,548 

43 0 

1021-2 

1,080 

1,732 

2,812 

38-4 

1929-30 

1,882 

2,410 

4,801 

48-7 

1930-1 

889 

2,561 

8,443 

26'6 

1981-2 

763 

2,990 

8,748 

20-1 

1989-8 

1,198 

8,170 

4,868 

97*3 

1038-4 

761 

2,946 

8,706 

20-6 

1984-6 

944 

3,897 

4,841 

91-7 

1936-6 

947 

8,671 

4,618 

21-0 


We have seen that, owing to financial exigencies, the duty 
on cotton fabrics was raised from per cent, to 11 per cent, in 
1921, and that in 1926 the countervailing excise duty was 
abolished. In 1930-1, under similar pressure, the duty on cotton 
piecegoods was raised from 11 par cent, to 15 per cent, with an 
additional 5 per cent, on non-British goods and the supplementary 
budget imposed a surcharge of 25 per cent, on these rates. Thus 
protection was given to the Indian cotton mill industry, although 
as a temporary measm’e. Owing to the depreciation of the yen 
after 1931, the ad valorem duty on cotton piecegoods of non-British 
manufacture was raised from 31J per cent, (including surcharge) 
to 60 per cent., subject to a minimum specific duty of annas 
per lb. on plain grey goods. Owing to the further depreciation 
of the yen, the duty on non-British cotton goods was further 
raised from 50 per cent, to 76 per cent, and the specific duty 
from SJ annas to 6^ annas per lb. The protection thus granted 
to the Indian industry has been very effective; imports have fallen 
and, in spite of the large increases in the customs rates, the total 
revenue from imported cotton goods has steadily declined. It fell 
from Bs. 7'7 orores in 1924-6 to Es. 4-46 orores in 1933-4, and 
was about Es. 8‘5 crores in 1987-8.^ 

' Even more striking hM been the progress of sugar production 
in India and the decline in the customs revenue under that head. 
As late as 1925-6, hardly one-tenth of the sugar consumed in the 
country came from Indian factories; but iu 1934-6 India produced 
as much as 74 per cent, of the total Indian consumption. Smce 
then production has continued to increase, and today India is nearly 
self-sufl5cient in the matter of sugar. Such a rapid ingrfi a g e was 
only made possible by a policy of protection. The effect of this 


' Tbe revised estimate. 
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can be seen m the rapid decline in the customs revenue on imported 
sugar. In 1930-1 sugar imports brought in Es. 10'68 crores, but 
in 1936-7 only Es. 44 lakhs. It has thus become an msignificant 
item of revenue. 

The following table gives the total production of sugar in India 
(excluding khandsari), total imports, total consumption, and total 
revenue received from imports ; 


Production of White Sugar 
(Factories only) 


Year 

Total produc- 
tion iu India 
(ions) 

Import 

(excluding 

moIasBes) 

(tons) 

Total 

available for 
consumption 
(tons) 

Total revonue 
{lom sugar 
iinpoilB 
(mores of 
Ss.) 

1026-6 



91,399 

723,000 

614,899 

6-48 

1996-7 



121,036 

826,900 

947,926 

7-01 

1927-8 



110,789 

726,800 

846,639 

6-61 

1026-9 


■ ■■ 

99,088 

868,800 

907,888 

7-77 

1929-80 



110,918 

989,600 

1,060,618 


1930-1 



161,660 

901,200 

1,062,860 

10-79 

1981-9 



228,120 

370,288 

616,100 

744,220 


1082-3 



869,600 

789,783 

6-84 

1088-1 



616,089 

620,000 

201,200 

776,369 

4-72 

1034-6 



222,900 

842,900 

8-81 

1986-6 



926,800 

261.300 

1,128,000 

8-24 

1086-7 



1,072,600 

23,000 

1,095,600 

•44 


The same story is told by the iron and steel industry. Before 
the War hardly any steel goods were made in India, and 
the value of the average anpual imports in the years 1908-9 
to 1912-13 amounted to Rs. II'IS crores. During the War years, 
the imports fell, but they rose agam after the War to Es. 21 crores 
(average of the five years 1918-19 to 1922-8). The subsequent 
progress of the Indian iron and steel industiy has been rapid. 
The production of pig iron increased from about 340,000 tons in 
1921-2 to 1,343,000 tons in 1934-5. Finished steel increased from 
about 120,000 tons to 627,000 tons during the same period. 
Imports have declined, and in spite of high tariffs the revenue 
from the duties on iron and steel has been falling. Prom 
Rs, 2*62 crores in 1928-9 it fell to Es. 1-45 crores in 1930-1 and 
Rs. 60 lakhs in 1936-7. 

From 1930 Japan made a strong bid for the Indian market, 
and large quantities of low-priced Japanese articles flooded the 
country to the detriment of local industry. To counteract this 
the Safeguarding of Industries Act was passed in 1933, empower- 
ing the Government to impose by notification such duties as they 
deemed fit on foreign imports the prices of whidi were so 
abnormally low as to endanger the existence of any Indism industry. 
Under this Act the Government put high specific duties on various 
articles and thus gave increasing protection to Indian industries. 
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§6. New Tares 

Thus several items of imports wliioli formerly produced large 
revenues under customs have declined very rapidly in recent years. 
This tendency is bound to continue, ns India has adopted a 
policy of protection. Evidently protection is a double-edged sword ; 
if it IB successful, the customs revenue will be lost, and if it is 
not successful, the consumer will have to bear the burden. Many 
Indian industeies have prospered under protection, and India is 
therefore becoming more and more self-sufficient in regard to 
ordinary finished goods like cotton textiles, sugar, iron and steel, 
and cement. But, from the point of view of the customs revenue, 
the result has been very unfavourable. Not only the customs 
revenue but also the revenue from the Eailways and other Govern- 
ment commercial agencies have been adversely affected by the 
change. 

Faced with this situation, the Government of India had to 
develop other sources of revenue and the choice naturally fell on 
excise. When iiicr'eased local production leads to a decline in 
customs revenue, it is only natural to try to make up for the loss 
of revenue by taxing the local produce. Thus in 1934 an excise 
duty of Ee. 1-5-0 per owt. was imposed on factory-made sugar. 
At the same time an excise duty was imposed on matches also. 
It ranged from Ee. 1 to Es. 3 per gross of boxes. Both these 
proposals created some opjposition in the Assembly, but as each 
of them subserved certain popular subsidiary purposes, their 
success was assured. In tlie case of the sugar excise, provision 
was made by legislation for fixing a minimum price for sugarcane 
with reference to the price of the finished product. Thus the 
oane-grower will also benefit by the protection given to the 
industry, Further, a small part of the sugar duty is distri- 
buted among the provinces for the purpose of assisting the 
organization and operation of co-operative societies among the cane- 
growers so as to help them to secure fair prices, or for other 
purposes directed to the same end. As for the match excise duty, 
it was part of a plan for assisting Bengal as we shall see presently. 
Other measures taken in 1984 for strengthening the Govern- 
ment’s revenue position wore an increase in the import duty on 
raw tobacco and a modification of the import duty on cigarettes 
with a view to placing a justifiable burden on the manufacture 
of cigarettes from imported tobacco and adjusting properly the 
relation between the import duty on raw leaf and the import duty 
on the finished article. These duties were expected to produce a 
revenue of about Es. 80 lakhs. The duty on silver was reduced 
from aimas to 6 annas per lb. This was partly a measure of 
co-operation with the United States. The smcharges on cnstoms, 
income-tax and salt remained, hut the export duty on raw hides 
was removed, and this involved a loss of Es. 6 lakhs. 
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By these measures it was expected to balance the budget for 
1934-6 and to produce a small surplus of Es, 10 lakhs, but owing 
to an improvement chiefly in the customs and excise, the actual 
surplus was expected to be Rs. 3*27 crorea. Out of this, Sir James 
Origg allotted Rs. 2-91 crores in the budget for 1935-6 for the 
following purposes : (1) Grants to provinces for schemes of 
economic development and improvement of inral areas (Rs. 1,00 
lakhs) ; (2) development m tribal areas of the North-West frontier 
(Rs. 25 lakhs); (3) development of broadcasting (Bs. 20 lakhs); 
(4) civil aviation (Rs. 93 lakhs): and (5) special contribution to 
the Government of India’s reserve in the Road Development Fund 
(Rs. 40 lakhs). The actual balance for 1934-5 tinned out to be 
Rs. 4‘95 oi'ores, and therefore in the budget for 1936-7 the grant 
for rural development was increased from Rs. 1,00 lakhs to Rs. 2,81 
lakhs. Of this, Rs. i,07J lakhs was spent in 1935-6 (Rs. 92J 
lakhs for rural schemes and Rs. 15 lakhs for the co-operative 
movement). This was a distinct departure from the policy of 
leaving the provinces entirely to their own resources; after all, 
the financial prosperity even of the Government of India depends 
largely on the prosperity of the agriculturist. 

Thus the finances of the Government of India improved in 
spite of the restoration of the pay-cut and the fall in interest 
receipts. In the budget for 1936-6 the Rinance Member was able 
to reduce the income-tax on incomes below Rs. 2,000. He also 
out down the surcharge on income-tax from one-fourth to one-sixth, 
abolished the export duty on raw skins and reduced the import 
duty on silver, as well as the con-esponding excise duty, from 
6 annas to 2 annas per ounce. In the budget for 1936-7 the tax 
on incomes below Es. 2,000 was totally abolished, the surcharge 
on income-tax was halved (thus leaving only a third of the ariginal 
surcharge), and the weight allowed on a one-anna letter was 
increased from half a tola to one tola. 

The year 1935 witnessed a substantial improvement in the 
financial position of the Government of India, With the help of 
the copious gold exports the Government were able to make large 
purchases of sterling and thus strengthen the currency reserves in 
London, This also enabled the Govei’nment to reduce their borrow- 
ing rates in respect of both loans and treasury bills. On the loans 
raised the redemption yield did not exceed 3'16 per cent, and the 
nominal rate of interest was 3 per cent., a rate which had not 
been attempted for 38 years. The interest on post office cash 
certificates was also reduced to 3 per cent,, which is the lowest 
rate ever adopted since those certificates were first issued in 1917. 
The rate of interest on treasury bills also fell correspondmgly. 
This strong financial position strengthened gilt-edged seemities. 
It was no wonder that the 3J per cent. sterUnk paper reached par 
early in 1936. 

In view of this solid improvement, the Government was able 
?4 
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to establish the Reserve Bank. The Reserve Bank Act was passed 
by the Assembly in March 1934 and the Bank began to I’nnotion 
from 1 April 1935. It is a shareholders’ bank, with a majority 
of elected members on the directorate. Subscriptions to the share 
capital were invited in March J986 and, excejit in one or two 
provinces, the applications were far in excess of the quotas fixed, 
so that the shares had to be allotted by drawing lots. On 
1 April 1936 the Bank opened its Issue Department and took 
over the management of the Currency from the Government of 
India. The assets of the Gold Standard Reserve were transferred 
to the Bank and were combined with the assets of the Currency 
Department. On i July 1935 the Banking Department was 
opened and the scheduled banks deposited the required percentages 
of them demand and time liabilities. On the same date, the 
Clearing House was transferred from the Imperial Bank to the 
Reserve Bank. In future the Reserve Bank will be responsible 
not only for the regulation of the currency, but also for supplying 
the Secretary of State with sterling for his London requirements 
This will obviate the need for the Secretary of State to maintain 
a larger balance in London than is necessary for his day-to-day 
transactions with the Bank of England, and will thereby lead to 
convenience and economy. Thus India has at last established a 
Central Bank to manage and co-ordinate the currency and credit 
systems of the country. 


§6. ProDinoial Fimwes in Depression 

The financial position of the provincial Governments also deteri- 
orated during the depression. Most of their revenues, in 
particular the liquor excise, stamps, and registration fees, were 
affected by the slump. Liberal remissions of land revenue had 
to be given owing to the prevailing agricultural distress all over 
the country. Apart from the salary cut, efforts were also made 
everywhere to reduce expenditure, but time was needed for them 
to become effective. In some provinces emergency taxation was 
levied, but such taxation was unpopular owing to the prevail- 
ing slump. In the provinces also, financial difficulties were 
aggravated by the civil disobedience movement; excise in ail 
provinces, and land revenue in some, were thus affected by it. 
Earthquakes, floods and other unusual occun-ences also added to 
the distress. Bombay and the United Provinces perhaps stood 
the depression best, owing to the rapid expansion of industry in 
them since 1930. In Madras, the Punjab, and the Central Pro- 
vinces, the budgets have been balanced in spite of the severe agri- 
cultural distress. Bengal, Assam, and Bihar and Orissa were the , 
worst hit by the depression. The comparative economic position 
of the provinces may be infeiTed to some extent from the following 
table showing the diange in value of the main agrionltural produce 
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of the diflerenl provinces (about ten of tlio principal crops have 
been included in this computation).’ 

Value of Agriculiural Produce (about ten main crops'! 



It may be seen from the above that the preeentage decline in 
the value of agricultural produce was lowest in Bombay and the 
Unit/ed Provinces. The position of these two provinces will appear 
even! more favourable, if industrial production is taken into account. 
Sug^r and cotton piecegoods are two of the chi^ industries that 
have recently prospered under the protective tariff. The United 
Provinces is the pi’inoipal centre of the sugar industry, while 
Bombay leads in the cotton mill industry. However, both 
Bombay and the United Provinces had to ^apple with various 
difflicullies. Owing oliiefly to unwise capital expenditure in 
previous years, the finances of Bombay were' not satiwaotoiy even 
before 1929. When the depression began, there was a sudden 
shrinkage of revenue chiefly under excise, forests and stamps, and 
the [buckets for 1930-1 and 1931-2 closed witli rather large deficits. 
The! Government resorted to retrenchment as well as increased 
taxation. A searching scrutiny of the financial administration was 
can,’! ed out by Sir P. Gauntlstt, and large economies were affected 
in Ihe cost of general administration. The additional taxation 
included a tax on electric ciurrent used for domestic purposes, an 
enhancement of the court fees, and an increase of stamp duties 
by jan amendment of the Stamp Act. A tax was also levied on 
tobacco coming into the city of Bombay. As a result of these 
measures the budget was balanced from 1931-2. 

Another factor which affected Bombay’s financial position 
adversely was the diversion of hade from Bombay to the ports 
of we Kathiawar States, which resulted in a fall in Bombay’s 
trad^. While the import trade of the rest of ^dia was falling 
rapidly, the imports into the Kathiawar ports increased largely, 


'iBevim of the Trade of fndta (1999’A)a P* 
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clviQ appai'oaily to Uio fact lhat fiorae of Ibofto RfateH arc oatitU 
undev their fcroatiee with the pavainonut power to keep the vvh< 
of the import duties thoniselves, even if the imported arfcie 
should represent more than the (juantitieB conaumod within th 
borders. There was a heated disaussion on this subject iu 
Assembly in the budget session of 19S4. 

The difficulties of the United Provinces were aggravated bj 
civil disobedience movement. The grant of special laud rev 
remissions seriously reduced the revenues of the province. I 
getic action was taken by the Government to reduce expend 
and increase revenue. The principal measure of {(.^dditional 
tion was the enhancement of registration fees, stamp- duties^, 
fees and the annual licence fees on private motor vehicles, 
these means the budget was balanced. 

The effects of the general economic depression were 
severe in Bengal, chiefly because of the tremendous slump ir 
prices of jute and nee, which are the principal crops of 
province.^ While revenue under excise, stamps, forests and i 
tration fees was shrinking rapidly, increased expenditure hi* 
be undertaken for dealing with the terrorist movement | 
relieving sufferers from floods and other abnormal occurre! 
From 1930-1 the annual budget closed with a deficit of E 
Es, 2 oi'ores on an average and the debt of the pro' 
went on accumulating. Some measui’es of retrenoliment 
indeed caiTied out, but the additional expenditure on police , 
jails swallowed up these economies. The revenue of the prow 
after 1931-2 fell below the level of eveu that of 1921-2, and the \ 
gress in the nation-building services was vei 7 slow. The Gov^ 
mant of Bengal imposed additional taxation, whicli inci’eased 
revenue by Ea. 24J- lakhs. But various circumstances preveli 
any large tneasure of additional taxation, and that proviij 
Government continued to complain bitterly about the injustio* 
the Meston Settlement. 

Bihar and Orissa was one of the poorer provinces of Iijjj 
Although in population it came next to Bengal, the Umted jr- 
vinces and Madras, its revenue was only about Es. 5 crores. 

75 per cent, more people than Bombay, this province had , 
half the revenue of the Western Presidency. In ] 931-2 its iw 
fell by about half a crore, but the expenditoe remained high, 
there was a deficit of about Re. 80 lakhs. Certain economier ’ 
then put through, and conditions improved in the next year, 
Govei'nment reformed the excise system by substituting the au^ 5 ^, 
system for the sliding scale system. In January 1934 the fr, 
culties of the province were inoroased by the severe earthqi^ 
which inflicted severe losses on both tho Government an® 
people. 


* Budgftt Statements fe* 1983-3 (Mi A Man), and 1938-4 (Mr J. A, "Wi 
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Piiianoial conditions in AsHani and in llic North-Wost Frontier 
Provinces were also bad. Hcrions floods in Aanaiu and the terrible 
Quetta earthquake in the Frontier Province nf'^ravated their 
dilEcnlties. 


§7. Succour to flic Proviuces 

Aa has already been explained, the central flovernment left 
the provinces to shift foi theraselves from 1921 , and even to make 
grants to thorn was regarded as contrary to the principles under- 
lying the Act of 1919. The entreaties, gimmblings and protests 
of the provinces had little effect on the central Government, and 
no change took place except that the provincial contributions were 
remitted. But when, dui-ing (he depression, the provincial 
Governments piled up deficits year after yeai , tlie Government of 
India reconsidered the position, and, having regard to the faci 
that as the banker to the provinces they kept their balances and 
pi’ovided funds to meet thoir capital expenditure and deficits, 
it was decided lo succour the provinces in their need. The 
Government of India were themselves in financial difficulties for 
some years from 1930, but wlieu their finances improved, inaction 
could no longer bo justified. In the meantime the Bengal repre- 
sentatives at the Round Table Conference had been carrying on a 
very effective propaganda for assistance to Bengal and the need 
for some special help was recogni 2 ®d in the Wliite Paper. In these 
circumstances the Government of India found that action could 
not be delayed any longer. 

The claim put forward by Bengal was that the export duty 
on into should be made a provincial source of revenue. The 
Taxation Enquiry Committee considered the question of giving 
a share of this revenue to the provinces, but rejected it. Jute 
being a monopoly of India the incidence of the export duty was 
believed to be on the foreigner, and this was used as an ai'gument 
against handing over the export revenues to the provinces producing 
jute. At the Round Table Conference, Sir P. 0. Mitter criticized 
this view, on the ground tliat jute had ceased to be a monopoly, 
and that even if it were, there was no special reason why it should 
be a Federal bead of revenue.^ Various theoretical objections 
were urged against giving the provinces a share in customs duties, 
but in view of the chronic deficits in Bengal it was considered 
advisable to enhance its revenue, and giving a share in the jute 
export duty was found to be the least objectionable means of doing 
it, This decision was first announced in the White Paper, and 
when the Government of India had agreed, provision was made 
accordingly in the budgets for 1934-5. The total proceeds of the ex- 
port duty on jute amounted to Es. 3-80 crores; of this one-half was 


* Eeport pf tile Bounil Table Coafeienoe (BeBsion U, 1981), 198?, pp. 1816-6, 
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handed over to the jute-growing provinces after deducting 
Bs. 3 lakh to cover the cost of collection. Of this Bengal obtained 
Bs, 1,67 lakhs, Bihar and Orissa Es. 12J lakhs nnd Assam 
Es. lakhs. ^ To make up for the consequent loss to the central 
revenues, an excise duty on matches was levied, as mentioned 
above. 

Bihar and Orissa was in need of further assistance owing to 
the serious damage done by the earthquake. Immediate relief to 
sufferers had been given by the provincial Government and private 
organizations, but the rebuilding of Government ofSces and towns 
was too large a matter to be undeBaken without help from the 
Government of India. The damage to Government buildings was 
estimated at Bs. 1 crore, and the loss of property by local bodies 
in Bihar — ^roads, bridges, schools, dispensaries, etc. — was esti- 
mated at another crore. Extensive damage was incurred by 
private individuals also : houses and shops and factories were 
wrecked and wide expanses of agricultural land were rendered 
unfit for cultivation. The Government of India recognized it tlieir 
duty to aid the province at this time of great need. Eortunately 
there was an estimated surplus of Bs. 1-29 crores for the year 
1933-4, and it was proposed in the budget for 1934-5 to transfer it 
to a special fund from which assistance might be given to tlie 
provinces, especially to Bihar. The Government of India under- 
took to bear the whole cost of restoring the property and finances 
of the local bodies and took measures at their own cost for dealing 
with the sugarcane crop. They also offered to bear half the cost 
of restoring Government buildings and othor public works, provid- 
ing the funds by raising a loan.® 

In the budget for 1935-6 a more avowed and comprehensive 
scheme of grants was put forward by Sir James Grigg. The holp 
rendered to the provinces in 1934-5 was due to exceptional cir- 
cumstances, and Sir George Schuster took pains to make it clear 
that the help to Bengal was provisional and that the grant made 
to Bihar and Orissa was due to the dire calamity that had befallen 
that province. But Sir James Grigg took a long step forward 
in 1936-6 by making grants to the provinces for rural development, 
improvement of the co-operative movement, road-making in back- 
ward areas and other definitely provincial (and transferred) 
subjects. In the budget for 1936-7, Sir James carried this policy 
further and made additional grants to the provinces from the Bural 
Development Eund for financing schemes of agricultural and 
animal husbandry research, malaria control, improvement of the 
small-scale woollen industry and the development of broadcasting. 

The justification for this course was that, owing to the fingnoisil 
stringency resulting from the depression, most provinces had been 
obliged to put off urgently needed schemes of rural improvement, 

^ Bndget !3tatejn«nti (1084-6), pp. Sfi-S, * ibid., pp. 28-80. 
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Two conditions were imposed on the utilization of the grants ; 
namely, (1) that the grant mnst be spent on schemes approved 
by the (Government of India and calculated to improve the 
economic position of the people, and (2) that it should only be 
devoted to schemes which the provincial Government would not 
otherwise have been able to undertake in the immediate future. 
The grants for rural improvement weie distributed in proportion 
to the uiral population of each province. They would not lapse 
if not spent within the financial year. 

The special needs of backward areas weie not neglected. In 
the budget for 1935-6 a giant of Rs. 40 lakhs was made to the 
reseive of the Road Development Fund (a fund intended for road 
works of special importance, particularly m needy parts of the 
country), and in the distribution of tins giant Assam, as ‘the 
most necessitous of all the piovinces’, was geneiously treated. 
A further sum of Es. 25 lakhs was also set aside for schemes of 
road development in the tribal areas of the North-West Frontier 
Province. Tins policy was continued m the budget for 1936-7. 
Central aid was also needed to set the new provinces of Sind and 
Orissa on their feet. To begin with, a sinn of Es. 45 lakhs was 
allotted to a special fund for assisting these two provinces to meeii 
their expenditure on the rebuilding of old, and the provision of 
new, office buildings. As Sind already possessed a considerable 
part of the buildings roquii’ed, Orissa was given a larger share 
(Es. 27^ lakhs). In addition to this they were also promised 
subventions for supplementing their revenues. The rebuilding of 
Quetta hag also been taken up by the cenli’al Government. 
Besides spending about Es. 80 lakhs in 1936-6 for relief, temporary 
housing and salvage, plans for the rebuilding of Quetta at a cost 
of about Es. 7 crores were also taken tip by the Government. This 
expenditure will be spread over seven or eight years and the annual 
outlay will be about a crore. 

Thus, in the exceptional circumstances of the economic crisis, 
the Government of India recognized the propriety of making grants 
to the provinces for special purposes and distributed such grants 
partly according to needs and partly according to population. It 
was feared by some that these grants might degenerate into the 
old ‘ doles ’ , but the Finance Member took special care to avoid 
undue interference in matters which were primarily of provincial 
concern.^ But it is well to recognize that the Government of 
India which found the money and interested themselves in certain 
specific lines of development, should also have some control over 
the choice of schemes, and the mode in which they are to be 
carried out. Such supervision is in the best interests of the 
people, and this is borne out by the experience of even full-fledged 
federations. 


* Budget lov 1.986-7, 
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PEDERAIj FINANCE; THE INDIAN STATES 
§1. The Idea of Federation 

One conclusion which would suggest itself even to the casual 
observer is that the most suitable form of government for India 
is federalism. According to students of constitutional theory, 
the principal condition for the emergence of federalism is that a 
country must have a desire for union but not a desire for unity. ^ 
In other words, a country must feel the need for a unified policy 
in regard to foreign, economic and other matters of common 
interest, but the regional diversities must be too great for a unitary 
constitution to be possible. Therefore, apart from the Central 
(or Federal) Government dealing with matters of common interest, 
there must be separate Governments in the different states, cantons 
or provinces. This duality of autliority is the essence of federa- 
lism. The need for such a duality may not be permanent. A 
country whose territory is not extensive and whose people are 
fairly homogeneous may need federalism in certain circumstances, 
but when those circumstances disappear federalism may be 
replaced by a unitary govenunont. This is what happened lately 
in Germany, which needed federalism when the old ruling 
dynasties were in power, hut ceased to need it under the Eepuhlic. 
Even a country with an extensive temtoiy may do without 
federalism if the people of the different territories are not divided 
by any important divergence of interests. This is more likely if 
the economic interests of the various territories do not conflict and 
if there is a powerful demand for a united economic policy. Such 
a situation has lately been developing in the United States. 
Nevertheless, a much smaller country like Switzerland may long 
retain its federalism owing to racial and geographical diversities. 
Federalism among the Sv^iss Cantons is hoary with age like those 
picturesque hills on which the hardy Swiss people live, and it may 
survive many of the larger federations of today. Auf den. Bergen 
ist Freiheit, 

The essential conditions for federalism are fulfilled in the 
case of India to a remarkable extent. It is true that British India 
was ruled on a unitary basis from 1833, but that was because 
the whole administration was systematically controlled from 
■Whitehall. But the conditions of the country were (and are) 
very unsuitable for unitary rule; hence the bitter grumblings from 


* Ploey, Tfc# pow of ihe Qanstituiion (1886), p. 187. 
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the proTincial Governments ■which have long maiTod the harmony 
of inter-governmontal relations in India. TTndor autocrncy, 
whether Mauryan, Mogul or British, India can be ruled on a 
unitary basis, b'ut when responsible government dawns, India cun 
only be held together in a federal system. The circumstances 
of the country and of the people make it impossible for a single 
responsible Government to administer the countiy. The diver- 
sities of India — ^I’acial, religious, linguistic — are much more pro- 
nounced than in any other conntry Avhich is now under unified 
rule. ‘ L'Inde est un monde ’ said a French savant. ‘ It covers 
the whole space between bai’barism at one hand and civilization 
at the other’, said Lord Curzon. Perhaps even the continent of 
Europe does not show such divergence of colour and culture as 
India does. Lord Bryce, travelling in this country in 1889 found 
‘great difference between North-West, North-East, Far-South 
and Centre’.^ Such communities as Bengalis, Marathas, Punjabis 
and Tamils are distinctly like the nationalities of Euroiie; perhaps 
the differences are even more marked. 

At the same lime there is a fundamental unity underlying 
all this diversity. India i.s clearly a disiincl geogi’aphical unit. 
‘ In no part of the world, unless perhaps in South America, are 
the physical features on a grander scale; yet nowhere are llicy 
more simply combined into a single natural region.’® The past 
history of India has also produced a tradition of united India. 
Bharata-Varsha as it is called; this is based on the memory of 
past unified rule over most parts of India and can be traced from 
the Mauryas in the third century B.o. There has gradually 
evolved a distinct Indian type — ^in cultui’e, art, social usage and 
literary tradition. As a result the sub-coutinenl lia.s attained a 
unity ‘ sufficient to justify its treatment as a unit in the history 
of the social, religious and intellectual development of mankind ’.® 
But this cultm'al unity did not become political unity of any kind 
except when powerful kings like Asoka or Akbar ruled. After 
every attempt at unified rule came a period of anarchy. The 
eighteenth century witnessed such a dissolution of political life 
and there followed a struggle for supremacy. By 1833 a large part 
of the country came under British rule, and soon a unified govern- 
ment held sway over all British India. The British administrative 
government over all British India. The British administrative 
system with the district as its unit knit together the disjointed 
portions of the country and pressed the heterogeneous elements 
into a unified whole. As mentioned in Chapter VII, it was like 
a steel frame holding together the broken limbs and mangled 
bones of a human body. No doubt it has been unpleasant, but 
it has achieved the most meritorious task of unifying a country 
which holds a fifth of the human race. It is the first time 

' In a letter to the author, dated 9 April 1921. 

* Sir Halford Maokindar, Cambridge History of India, vol. I, p. 1, 

* y. A, Smitlj, The Marly History of India, p. 6, 
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in the world 'b history that such a large and heterogeneous popula- 
tion has attained political unity. Whatever the degree of unity 
so far achieved, it is certain that India cannot be held together 
under a unitary constitution except on an autocratic basis. India 
is not a nation in the sense in which Prance or Germany is. It 
is a ‘ multi-national ’ entity and only federalism or autocracy can 
hold it together. A multi-national state may have certain weak- 
nesses but it has also great advantages, as Lord Aclon has pointed 
out.' 

§2. Obstacles to Federation 

In spite of the many cncumstances favouring the develop- 
ment of federalism in India, two serious dilficulties have stood 
in the way. Firstly, Imperial rule and federalism are incompa- 
tible. So long as the authority of the Governments in India 
came from above and did not come from the people, centrali- 
zation was unavoidable. Therefore, until responsible government 
became a fact, federalism (even provincial autonomy) was out of 
the question. Secondly, if India is to be a Pederation, it must 
be the whole of India and not British India alone. The Indian 
states comprise two-fifths of the area of India, and contain over 
a fifth of its population. 

India is a geographical unit, and no walls separate ‘ Indian ’ 
India from British India. Though they are politically separate, 
the Indian states have intimate links, ethnic and economic, with 
the adjoining British Indian provinces, and the territories of 
many of them lie interspersed with British India. Any large 
change, political or economic, in British India is bound to affect 
them, and no great economic advance is possible for India unless 
the states move to some extent along with British India.® 

So long as all the Governments in India were controlled by 
the Home authorities, it was possible for the central Government 
to obtain co-operation from the Indian states in securing certain 
common interests, but the Euling Pi’inces cannot be expected to 
continue the same attitude to a self-governing British India. Then.' 
allegiance is to the Crown, and a Government of India controlled 
by the people would evidently stand on a very different foot- 
ing in its relations with the Princes from one directed from 
Whitehall. 

Of the two obstacles mentioned above, the first was largely 
removed by the Government of India Act of 1919. The principal 
object of that Act was to give the provincial Governments a 
largo degree of autonomy in finance and general administration. 

' Sistory Freedom and other Eisays; cl. Ddiele Bums, FoUtioal Ideals. 

‘India is In tact, as wcU as by legal definiliou, one geogiapbical whole. The 
integral connexion of the Slatee with the Britieh Bmpire not only consists in their 
relations to the British Crown, but also in tbeir growing interest in many matters 
common to the land to wbidh they and the nribish Brovincee alike belong.' 
Moriitagu-Ohtimsfofd Boport (1018), para 296. 
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They were given independent financial resources , and in this 
respect the relation between the central Government and the pro- 
vinces became even more federal than in many federal constitu- 
tions. No doubt there was still a good deal of central control in 
the administration of the finances, since in regard to ‘ reserved ’ 
subjects the provincial Governments were still under the control 
of the central Government. In regard to the transferred subjects, 
however, the provinces were released from the control of the 
Govermnent of India and the Secretary of State by the Devolution 
Buies made under Sections 19 A and 46 A of the Act of 1919. 
But this relaxation of control was by no means complete; if the 
administration of any of those subjects were found to be unsatis- 
factory, the Government of India could intervene and even remove 
a transferred subject from the control of the Provincial Legislative 
Council. Thus the constitution set up in 1920 was still essential!;! 
unitary, although it was tending towards federalism; a further ste] 
was necessary if it was to become really federal.’' 

Nor was the second obstacle seriously tackled. No doubt th* 
time was not ripe in 1919 for bringing the Indian Princes intj 
a common political system for all India. There were very grea, 
difficulties in the way. All that the Reforms of 1919 did wa 
to establish a Chamber of Princes with certain consultative am, 
advisory functions. No doubt the necessity for a further advanc' 
was realized, and the future goal was clekr to those who devise] 
the Constitution of 1919. Edwin Montagu and Lord Chelmsfor 
were convinced that the complete fulfilment of the announccnior 
of August 1917 required that the Britisli Indian provinces shoul 
be brought into a suitable relationship with the Indian states, 

‘ Our conception of the eventual future of India ’ they wrote ' is , 
sisterhood of states, self-governing in all matters of purely locr 
or provincial interest, in some cases corresponding to existing pre 
vinces, in others perhaps modified in area according to th. 
character and economic interests of their people. Over this cor^ 
geries of states would preside a central Government, increasing!, 
representative of, and responsible to, the people of all of them 
dealing with matters, both internal and external, of commor 
interest to the whole of India; acting ae arbiter in inter-stat* 
relations and representing the interests of all India on equal term- 
with the self-governing units of the British Empire. In thi 
picture there is a place also for the Indian states.’® However, thi 
joint authors were against any attempt to force the pace. ‘ A1 
that we need or can do they wrote, ' is to open the door to the 
natural developments in the future 

Li November 1927 the Statutory Commission was appointed 
with Sir John Simon as Chairman, to inquire into the working 


‘ Sir Frederick Whyte, Itidia a Fedarationf, top, 296-300; Simon GmmUsian 
Befori, vol, I, pp. 239-8. 

’ Moniagu^Ohedmsford Report (1918), p, 220. 
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of the Befoms of 1919 and the desirability of a further advance 
in responsible government. At an early stage in its inquiries the 
Commission became ‘convinced of the impossibility of continuing 
to look at one half of India to the exclusion of the other ’ , and 
came to the conclusion that ‘ the ultimate constitution of India 
must be federal ’ . But the Commission found various obstacles 
to the immediate realization of the idea. Suggestions were indeed 
made in regard to the machineiy and methods needed for initiat- 
ing a political process which might eventually lead to federation. 
As an immediate measure they recommended the establishment of 
a Council for Greater India, containing representatives of the 
states and members representing British India. This Council was 
to have consultative and deliberative functions in regard to a 
scheduled list of ‘ matters of common concern ’ , namely customs 
tariff, salt tax, other taxes affecting Indian states, railway policy, 
,'air communications, trunk roads, posts and telegraphs, wireless, 
jopium policy, Indians overseas, matters connected with com- 
imerce, banking and insurance so far as they affect both the 
tstates and British India, and matters arising in connexion 
iwith India’s membership of and participation in the League of 
fNations,* 

. The Government of India dispatch® on the Simon Eeport was 
even more sceptical in this respect. It accepted the goal of 
ifoderation, but held that the time had not yet come when the 
t general body of Indian statoa would be prepared to take a step 
<80 far-reaching in its character as entering into any formal federal 
I't'elaiionship with British India. 

( , 

J §3. Princes' attitude towards Federation 

While the Simon Commission was carrying on its inquiries, 
‘the political situation in India was going from bad to woi'se. 
’Various attempts were made to alleviate political discontent, and 
'finally in the autumn of 1930 the Bound Table Conference was 
summoned in London, and to this not only British Indian repre- 
sentatives but the leading Indian Princes were invited. In the 
plenary session of the Conference the Maharaja of Biianir sprang 
a surprise when he expressed his firm conviction ‘ that the states 
.would make the best contribution to the great prosperity and con- 
tentment of India as a whole in a federal system of Government 
composed of the states and British India ’ . Two days later the 
Maharaja of Patiala, then Chancellor of the Chamber of Princes, 
confirmed this view and declared that federation was in his opinion 
* the quickest method of achieving India’s enhanced status and 
dignity’. These utterances produced a great effect. The Federal 

* Smion Commmiov Report, vol. II, np. 903-5. 

* Ooversment of India Di^bb, 20 September 1930, p. 11. 
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Relatione Committee was appointed soon afterwards to examine 
the whole problem. 

These declarations came to many people as a surprise, but not 
to those who had been following the trend of opinion in the Indian 
states. The political and economic unification of India had reached 
a stage at which any large political change in British India was 
bound to have serious repercussions on the Indian states. The 
financial policy of British India restricted the rights of the stales 
in many ways. They had several grievances in regard to customs, 
salt tax, excises, and poets and telegraphs. The Government of 
India collect customs at the ports and land frontiers, but the 
burden falls equally on the people of the states as on thpse of 
British India, Maritime states do indeed retain the right to levy 
customs, but that right has been restricted in many ways. Most 
inland states levy duty on goods coming in, or going out, of the 
country, but they are not allowed to levy transit duties on goode 
passing through their territories, although the central Govern- 
ment levy transit duties on goods passing through British territory 
from a seaport to an Indian state.^ The excises levied in British 
India on salt, petroleum, intoxicants, kerosene, silver, etc., are 
borne partly by the people of the Indian states. In connexion 
with these excises the Government of India sought and obtained 
the states' co-operation, but the advantage is largely one-sided. 
The states are expected to follow the excise policies of the adjoin- 
ing provinces and thus prevent smuggling; but if they raise their 
duties the adjoining provinces are not bound to do the same. Thus 
British India levies a large contribution from Indian states by 
means of indirect taxes over which the latter have no control. The 
Indian states claim that these impositions severely restrict their 
taxable capacity and many of them complain that on that 
account their resources are inadequate for carrying out policies of 
economic development. When the customs tariff was low, the 
customs duties were not an unduly heavy burden on the Indian 
states; but when it was raised to a high level after the War, the 
states began to feel that the duties were a severe burden. No 
doubt the protective duties gave scope for starting new industries, 
but in most of the states the people were not in a position to 
avail themselves of such opportunities. 

The dealings of British India with the states in respect of its 
salt and opium monopolies bring out in bold relief the nature of 
the grievances of the states. The Governnaent of India raise a 
large revenue from the salt monopoly. This was facilitated by 
entering into agi'eements (1871-80) with the salt-producing states, 
against whicli customs barriers had previously been maintained. 
This has involved a large loss for the states and the compensation 
given has been far from adequate. The states lost all control over 


‘ Report of the Indian Statot ComwMee (1939), pp. 41-4. 
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lilie production and price oL‘ salt, and even tlio states iu whoso 
territory salt was produced and whicli were allowed u certain 
auiouut ol‘ salt lor consumptiou had to raise or lower the price 
within tile state territory to suit the iiecda of the British Indian 
budget . In the case of opium a monopoly has been maintained iu 
both the internal and the external markets, and the opiuiu- 
produemg states m Central India and Jlajputiuui Iiave had to leave 
their superior opium resources undeveloped in the interests of the 
revenue of British India. This evidently restricts the resources of 
the states and is a considerable hardship for their subjects. 

The Indian stales have also certain grievances in regard to 
British Indian commeicial undertakings sucli as railways, posts 
and telegraplis, and irrigation works. The stales gave concessions 
freely for British Indian railways, and the construction of j'ailways 
in their territory necessitated then: giving up transit duties which 
they had been levying from time immemorial. Generally, the 
alignment of British Indian railways through Indian states was 
made without reference to the economic life of the states and has, 
in some cases, led to a dislocation of their economic life. Thus 
while x’ailways were used to increase the British Indian revenues 
in several ways, they involved the states in losses of several kinds. 
The same is more or loss true in the case of postal operations and 
irrigation works also. Similarly the riparian rights of several 
states were restricted when the interests of British Indian irriga- 
tion works required it, and thus the interests of agriculturists iu 
British India were given precedence over those of Indian states. 

All this made Iho Indian Princes feel that their rights were 
subordinated to the financial exigencies of British India, and this 
caused considerable dissatisfaction among thorn. A suggestion for 
a customs union was drawn up during Lord Beading’s viceroyalty, 
involving (i) the adoption of a common tariff to be administered 
by officers of the Government of India, (2) the abolition of inland 
customs, (3) the division of customs revenue according to popula- 
tion, and (4) the coosultation of states’ representatives for the 
determination of policy. But the states were unwilling to enter 
into such a customs union on various grounds.^ When Iho Indian 
States Committee was appointed in 1928, with Sir Harcourt Bntlor 
as Chairman, the Princes were able to ventilate their grievances, 
but the Committee, while agi-eeing that some real grievances 
existed, wdi’e unable to suggest a remedy and concluded that an 
exhaustive inquiry was necessary. 

Many of the states realized that the only effective way of 
remedying these grievances would be to enter into a federal 
relationship with British India, so that they might secure a voice 
in the formulation of poheias on matters of common concern. 
Some of the Princes feared that a closer connexion with British 

Kepoit oX tlie Indian StalrSB Commitlee (1929), p. 19. 
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India would necessitate tlicif giving up sonic of the privileges they 
liad been enjoying; others, on the otlier hand, thought tliat by 
entering into a federation with British India they could get a share 
in the control of all-India policy and thus increase Ihoir real power. 
Thus in July 1928, the Mahataja of Patiala, then (lhanoellor of 
the Chamber of Princes, slated in a speech in London that he 
looked forward to 'something like a federation for India’, mean- 
ing tliereby ‘a machinery which will enable British India and 
Indian India to meet together at the top and to discuss jointly in 
a manner consonant with the interests and importance of each all 
policies and pioposals which affect India as a whole’.* This is 
the same idea as he and the Maharaja of Bikanir put forward later 
at the Bound Table Conference; those who had been following 
the trend of opinion among the Princes did not find it at all 
surprising. 

§4. .4 Project of Federation 

I’lius the need for some kind of federation was admitted, but 
difficulties arose whan the question was tackled by the Federal 
Belations Committee act up by the Bound Table Conference. 
Thorny problems of paramountcy had to be settled and differences 
of opinion arose as to whether the Princes should join the federation 
in a body or singly. The Prinees were naturally anxious to safe- 
guard their internal authority and treaty rights. There were pro- 
longed discussions on these .subjects at successive sessions of the 
Bound Table Conference. Eventually the conclusion was reached 
that, as the Indian states lay outside the jurisdiction of the British 
Parliament, and as no Act of Parliament could make them mem- 
bers of the Federation against their will, all that an Act could 
do was to prescribe a method whereby a state could accede to 
the Federation, and specify the legal consequences which would 
result from its accession. Each ruler who wislies to accede will 
therefore signify to the Crown his willingness to accede to the 
Federation by executing an Instrument of Accession, specifying 
the powers and the jurisdiction which may in future be exercised 
by idle Federal authorities. 

Thus the main lines of the Federation became fairly clear. 
The change involved two distinct operations : firstly, the grant of 
provincial autonomy in Britisli India, and secondly, the establish- 
ment of a new relationship between British India and the Indian 
states. One is a process of devolution and the other one of inte- 
gration. In the one case, provincial Governments which have been 
functioning hitherto under the direction and control of the Govern- 
ment of India (itself an agent of the Secretary of Statel would by 
a direct grant from the Crown be made autonomous mi its of a 
Federation. Expressed in legal language, the Crown would resume 


* Pvaceedings of the East ladia Asao^iatioa, 1928. 
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ijii /0 jt« hands all Llic vif>htH, anUioi'ity and jurihdioLion IiitiheL-to 
vosied ill the Sccj'etary of Htaie, tlio tJovonior-General in Council 
and the provniciul (lovcrnments and Adininisti-aliutifc,, and redistri- 
bute theui between I ho (lOvernmonl of India and the provinces. 
In the other case, the Indian slates wliicli now enjoy almost 
complete inlerual autonomy must surrender certain of (heir powers 
and jurisdiction to the new Federation.^ 

But the Federation of British India with Indian states is not 
to be a mere alliance or association for limited objects, but, as 
stated in the White l^iiper on Indian states, it is to be ‘an 
organic union between the two, with the Federal Government and 
Legislature exercising, on behalf of both, tho powers vested in 
them for that purpose’ 

Provision for the establishuieul of such a Federation was made 
in Part II, Chapter 1, of the Government of India Act (1935). 
This Act was the result of many years’ deliberations and it is 
based on the accumulated experience of many existing Federations, 
so far as such experience can bo applied to the peculiar conditions 
of India. We are here concerned only with financial aspect 
of the Act. We will first deal with the finailRal provisions as 
they relate to tho states, and then proceed, Uiithe next chapter, 
to consider the financial relations between ip Federation and 
the provinces. 

§5. Federal Finance in Relation Lo the States 

The most fotrmSdable difficulties that cpnfx’ontod the Bound 
Table Conference in regard to a Federation of all India were 
financial. As has been mentioned before, the Princes had 
been making certain contributions, direct and indirect, to the 
revenues of British India, and the Butler Committee’s inquiries 
disclosed that some of their claims for relief in this regard were 
justified. One essential principle of a federation is that all the 
units of the federation must contribute on a uniform basis to the 
federal resources. Therefore a careful inquiry into the financial 
relations between British India and the stales was essential before 
any definite federal scheme could be put forward. The Federal 
Structure Sub-committee laid down certain general principles in 
this matter, but left the details to be worked out after inquiry 
in India, by a Committee under the chairmanship of Mr J. 0. C5. 
Davidson. That Committee toured India in 1932, and conferred 
with tho Princes. The object of the inquii'y wag to estimate the 
contributions made by the states and the value of the immunities 
enjoyed by them, and to determine how these should be adjusted 
to fit in with an equitable scheme of federal finance. 

* Report of the Joint Select Commiliee, veil. I, Part I, pp, 85-8, 

‘ See alee Secretary a£ State's Dispatch, 14 March, 1,085, 
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Tbe conti’ibui>ionb made by Iho HtatcB lo liriliali Indian revenues 
wot'o (A) direct contributions in the form of tributes mid subsidies 
imposed by tioaties, engagements ov sanadsj etc., and (B) indirect 
contributions. 

A. Direct contiibutions were either (1) subsidies or tributes, 
or (2) value ot ierritories ceded in the past in return for guarantee 
of protection. Subsidies or Inbutes were paid in cash and 
amounted to Rs. 74 lakhs annually. The Peel Sub-Commitlee 
considered the tributes and subsidies to be of a feudal nature and 
recommended that such payments as were in excess of 5 per cent, 
of the total revenue of the state should be immediately remitted. 
The Davidson Committee found that all the payments were not 
of a feudal nature and classified them under the following 
catogories : 

(1) Payments in acknowledgment of suzerainty, including 

obligations to aid and protect on the one side, and to 
give subordinate co-operation ofi the other; 

(2) Payments m commutation of obligations for the prov- 

Bion of a ‘State-contingent fece’ or other form of 
military assistance; 

(3) Payments for the uiamlenaucc of a British subsidiary 

force; 

(4) Payments fixed on the creation or rostoriition of a stale, 

or on a re-grant or increase of territory (including 
annual payments for grants of laud on pei'petual tenure 
and for equalization of the value of exchanged 
territory); 

(5) Paynieiits for special or local purposes, such as the main- 

tenance of local corps, police, etc.; 

(6) Contributions onginally paid to another state, but sub- 

sequently acquired by the British G-overnmenl by 
conquest or lapse of the original recipients; and 

(7) Contributions acquired by treaty. 

The first five were imposed or negotiated by British authority, 
while the last two were transferred or inherited from previous 
suzerain powers or overloi'ds. Although the Davidson Committee 
maintained that the oontributious were not generally of a feudal 
nature, it recommended on other grounds that contributions in 
excess of the immunities enjoyed by each State sliould be abolished. 
ContnbuLions in excess of 5 per cent, were to be remitted immedi- 
ately (thus giving a relief of Ks. 12 lakhs a year) and of the rest 
a ruoioly was to bo extinguibhed at the latest in ten years after 
the Gstablibhiuant of the Pedovation aud tho whole witW twenty 
yoajjs.’ 

The revenue obtained by the Government of India from 


‘ Eeport of the Indian States Enquiry Oominittds, Emancial (1988), pp, SO-?, 
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territories ceded to ilie Crown by the Indian stales in return 
tor specific military guarantees came to Es. 3'79 crores in 
J 931-2. 

B. By ‘indij-ccl oonlribut ions' .‘ire meant the amounts 
accruine to the revenues of British India fiom the people of 
Indian states under the heads of cualoins, Siill tax, income-tax, 
oie. Various eslimales have been made of tbo amount of such 
contributions. 

Ciwtomu, — I'lie cnmpuhilion of the share of the states in the 
customs revenue of India is complicated by the existence of certain 
maritime states which collect thcii own customs and by the un- 
certainty about the consumption of irapoited goods in different 
parts of India. It is believed that the consumption of imported 
goods is proportionately smaller in Indian states than in British 
India. A special coramiitoe of the (rovernment of India in 19.30 
eslimaled fhe share of the states to be 14 per cent, of the net 
cuslonis revenue. Others put it at higher percentages.^ If the 
former percentage is accepted, the slates’ contribution must have 
been about Bs. 7 crores in 1935. 

E-voisp, — Under this categoiy must be considered the provincial 
excises on alcoholic liquors, drugs luul narcotics and the central 
excises on motor spirits, kerosene, silver, sugar, matches and steel 
ingots. According to the special committee mentioned above, the 
share of the states in the provincial excises was about Es. 16 lakhs 
and in centra] excises Es. 4.7'7 lakhs. The share must have 
increased since then, but no exact calculations can be made. 

Salt. — In regard to a.aU a computation of the incidence per 
head of the total revenue would yield fairly satisfactory results. 
According to the committee, the contribution of the states to the 
central salt revenue was Es. 89 lakhs. Salt revenue has since 
increased and for 1935-6 the states’ share would be about 
Es. ]'58 crores. (The allowance made for cost of collection is 
20 per cent.) 

Raiheays and currency j^Tofiis . — ^In 1930, the states’ contribu- 
tions to these items were about Bs. 60 lakhs and Rs. 47 lakhs 
respectively, but the contribution from the first item nearly dis- 
appeared during the depression years, and that from the seooind 
item has decreased with the establishment of the Reserve Bank. 

The total ‘credits’ must therefore be over Es. 10 crores 
excluding the expenses of the Indian states’ military forces. 
Against these credits, we must place the ‘debits’, which are 
principally immunities enjoyed by the states under customs, salt, 
currency and coinage, posts and telegraphs, etc. Several states 
levy a large revenue by means of inland customs, amounting to a 
total of about Es. 4 J crores. The maritime states— Travaneore, 

^ Wajid Klian puts it at Es, 11'66 oiores for 3932-S (FinanHal Trdhlmt of 
Itidion States under Federation/ pp. 27-8), According to D'Sauza, Mysore alone 
claims to |iay Bs. 97 lakhs [Financial Frahlems of Inman Btotfs, p. 33), 
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Cochin aiul llio Knlbniwar Htales’ — levy llieiv own Bea-customs 
under ccrliain afti'CetnentB with (he Piii'amoun L Power. The rela- 
(lions oi‘ British India with Travaiieore and flocliin in this matter 
are goverired by the Inter-portal Convention of 1865, by which 
those two states adopted the British Indian (arid (with certain 
exceptions) and agreed not to levy any import duty on goods 
coming from Briti^i India (with certain exceptions) in consider- 
ation of a Hunilar undertaking by the Britisli G-overnmeut.® With 
the opening of the new harbour at Cocliin, fresh problonis have 
arisen and some of them were tackled by the Davidson Committee. 
The Kathiawaj’ ports have been enjoying greater privileges, and 
when the British Indian tariff was recently increased they were 
able to secure a much larger import trade and customs revenue. 
The Davidson Committee examined this thorny problem and 
recommended for consideration a compromise arrangement under 
which those states would be enabled to retain the revenue from 
duties on goods imported through then' own ports for consumption 
by their own subjects.® 

The immunities enjoyed by the states can be more accurately 
assessed than the contributions made by them. The following is 
the estimate of the Davidson Committee. 


Cuatoms 

Salt 

Currency and Coinage 
Posts and Telegraphs 


Es. 

1 ,82,42,000 
46,06,067 
17,00,000 
10,27,025 


Total ... 2,55,76,082 


The Joint Select Committee of the British Parliament on the 
Government of India Bill gave its general approval to the 
Davidson Committee’s recommendations in regard to the gradual 
abolition of contributions which were in excess of the value of 
immunities. They also emphasized the need for freedom of trade 
within the Federal territory. ‘Internal customs barriers’, said 
the Committee ‘are in principle inconsistent with freedom of inter- 
change of a fully-developed Federation and we are strongly of the 
opinion that every effort should be made to substitute other forms 
of taxation for these internal customs’.'^ It was admitted that 
their immediate abolition would involve deficits in the states’ 
budgets, but the Committee pointed out that in any case ‘the 
accession of a state to the Federation should imply its accept- 
ance of the principle that it will not set up a barrier to free 

^ Namely, Jaajira, Baroda, Bhavnagar, Cambay, Cuteb, Jnnagadll, Mojigtoli 
Morvi, Navanagar, Porbandar and Sawantvndi. 

“ Papers on Indian States Development (1931), pp. 93-4. 

* Eeporl of the Indian States Enqniry Oomnutlee (Financial), 1933, pp. 1404< 

‘ Bepoi't, p. 169, 
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interchange ao formidable as io conatitale a thieat io the future of 
the Fodei-ation’. The Counuitlec also agreed that a maritime 
state which has a rigid to levy aea-custonis should be allowed to 
retain only so much of the customs duties as is properly attributable 
to the dutiable goods coiisuiiicd in (he state. I’hey recognized 
that treaty rights might not make it possible in all cases to attain 
this ideal, but they doubted the advisability of admitting into 
the Federation states that insisted on such treaty rights. 

The Govermuent of India Act {J9B5) has, ra Sections 346-60, 
given effect to the pimcipal recommendations of the Joint Select 
Committee. In the case of states entering the Federation, cash 
contributions will be remitted by instalments spread over a period 
not exceeding twenty years (Section) 347). All contributions from 
a state to the Federal fisc will be set oS against the state’s share 
of any revenues which have to be distributed to the Federal Units 
(Section 349). The principles laid down in tlie Act are largely in 
conformity with federal piacLice and can be made the basis of a 
fair financial settlement between the Federal Government and the 
states. The constitutional framework for the building up of an 
Indian Federation has thus been devised. 



CHAPTER XXX 

FEDERAL FINANCE— GOVERNORS’ PROVINCES 

§1. PfOvincml Auionomy and Federation 

Most of the existing Federations have resulted from an agreement 
by states previously independent or autonomous to surrender a 
definite part of their autliority to a uew central organism. But 
India, on the other hand, is being converted from a unitary state 
into a Federation. Only the first steps towards provincial auto- 
nomy were taken under the Act of 1019, and the provinces 
continued to be subject to tlie admin istralive and legislative control 
of the Government of India although a good deal of authority was 
devolved on them under the statutory rule-making power of the 
Governor-General in Council. I’he I ninsformation of such a state 
into a Federation necessarily involves a twofold process ; namely, 
the creation of autonomous Units, and combining them into a 
Federation. The grant of provincial autonomy is the fulfilment of 
the goal set before India in 1910, but provincial autonomy without 
a change in the centra] constitution might endanger tho unity of 
India hy giving too much play (o centrifugal forces. Hence the 
need for a new central organism — an All-India Federation with a 
representative legislature capable of binding the autonomous 
Units together.^ 

The grant of provincial autonomy implies that the provincial 
Governments wdl he more responsible to their Legislatures in 
future. The working of the Montagu-Chelmsford Reforms for a 
decade gave convincing proof that without fuller responsibility in 
the provinces further progress in social reform and economic 
services was not possible. Only a Government responsible to the 
people of the countiy could undertake and enforce effective legis- 
lation for the cure oi virulent social and economic ills. Therefore, 
Parliament decided that the provincial Governments should be fully 
responsible to their Legislatures in regard to social and economic 
policy, subject to certain safeguards necessitated by the facts of 
Indian life. But the graut of full responsibility at the Centre 
wa.s not found possible. It was felt necessary to reserve defence, 
external affairs, ecclesiastical affairs and inalLers relating to 
tribal areas, for administration by the Governor-General. Over 
the rest of the administrative field Ministers responsible to the 
Federal Legislature are to have authority, subject to special 
powers to be retained by the Governor-General for the disoWge 


* Bepdrt of llie Joint Select Cominittee, vol. I, Port I (1084), pp. 14«16, 
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of his rospoTisibiliiics to tlic British Ci'o-wn.^ Thus tho new. 
Federal Govei'iimeiit is to be a dyarchy, bnt tho reserved half is 
to be much smallci' than il was ni the provincial constitutions 
under the Act ot 1919. 

The Governor-Crenoral will have power to appoint not more 
than three counsellors to assist him in iidministci'ing the reserved 
subjects. Thi.s proMsion is in keeping with the realities of the 
situation, but it is bound to cause some friction, seeing that as 
much as SO per cent, of the central revenue is absorbed by tbe 
Defence budget. Already the noii-votable character of the expendi- 
ture classified as defence, political and ecclesiastical has caused 
considerable friction in the Legislative Assembly. Witli the grant 
of full responsibility in the provinces and the transfer of other 
central subjects to responsible nnrusters, this friction is likely to 
increase, 0 .speciallv as there will probably be a strong desire m 
the new Federal Legislature lo cut down inilitaiy expenditure in 
order that more money may be spent on iiation-bnilding services. 
However, as the Joint Ficleet Commiltoe jioints out, even in 
independent countries, by far the greater part of a central budget is 
in effect always unalterable because the expenditure results from 
past commitments in the fields of foreign relations or social 
reformi.® Il is also expected that the entrj' of the Princes into 
the Federation may tone down the central Legislature’s disincli- 
nation to spend rrioney on defence. 

The special responsibilities of the G-ovemor-General are laid 
down in Section 12 of the Act, as follows: 

(tt) the prevention of any grave menace to tbe peace or 
tranquillity of India, or any part thereof; 

(b) the safeguarding of the financial stability and credit of 
the Federal Government; 

(<i) the safeguarding of the legitimate interests of minorities; 
(f?) the securing lo, and to the dependants of, persona who 
are or have been members of the public services of any rights 
provided or preserved for them by oi- under this Act and the 
safeguarding of their legitimate interests; 

(e) the securing in the sphere of executive action of the 
purposes which the provisions of Chapter III of Part V O'f the 
Act ore designed to secure in relation to legislation ; 

if) the prevention of action which would subject goods of 
United Kingdom or Burmese origin impoi'led into India to dis- 
criminatory or penal treatment; 

(ji) the protection of the rights of any Indian state and the 
rights and dignity of tlie Ruler thereof; and 

(Ji) the securing that tbe due discharge of his functions with 
respect to matters regarding which he is by or under this Act 
required to act in his discretion, or to exercise his individual 

*• Govemmont of India Ael, (1035), SeeldonS 10 and JI, 

“ Report, vol. I, Part I, p. 23, 
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jvidgemenlj, is nol prejudiced or impeded by any course of action 
taken with respect to any other matter. 

Great importance is attached to the Oovcrnmcnt's financial 
stability and therefore the Federal Structure CoimnUitec considered 
it necessai-y ‘to reserve to the Governor-General in regard to 
budget ary arrangements and borrowing such essential powers as 
would enable him to intervene if methods were being pursued 
which would in ins opinion seriously prejudice the credit of India 
in the money markets ol the world’. ‘ The Act enumerates the 
special responsibilities only in general terms, and more specific 
directions will bo given in the Instrument of Instructions to be 
issued by His Majesty’s Government to the Governor-General 
when the Federation comes into being. Provision is also made 
for the appointment of a Financial Adviser to assist the Governor- 
General in the discharge of his special responsibility for safe- 
guarding the financial stability and credit of the Federal 
Government, and the ministers will be consulted when any appoint- 
ment other than the first appointment is made to that post 
(Section 15).^ Although teclmically the Financial Adviser is to be 
the Governor-General’s adviser, his advice will be available to the 
ministers as well. In the opinion of the Joint Select Committee, 
the Governor-General may not need to exercise Ins special powers 
in the financial field, provided the right person is selected, as the 
Financial Adviser. 

Provisions in the Act regarding the Reserve Bank are also 
designed to strengthen the Governor-General’s special powers for 
safeguarding financial stability. According to Section 353, the 
functbns of the Governor-General in respect of the appointment 
and removal from office of die Governor and Deputy Governor 
of the Reserve Bank, the approval of their salaries and allowances, 
the fixing of their terms of office, the supersession of the Central 
Board of the Bank and allied matters, are to be exercised by him 
in his discretion. Further, the previous sanction of the Governor- 
General will be necessary for legislation with respect to the 
coinage or currency of the Federation or the constitution or 
functions of the Reserve Bank (Section 154).'’ 

With a view to enabling the Stale railways to work on business 
principles without being subject to political interference, provision 
has also been made for the eHtablislnnent of a Federal Railway 
Aulhorily with a Large degree of independence (Sections 181-99).- 

Tn respect of his reserve powers and special responsibilities, 
the Governor-General will be under the control of the Secretary 
of State (Section 14). 

* Secoail Beport ft! tlip Fedml Strnctnre Committee, 13 January, 1031. 

* See also White Paper, Ptoposal 17, and Joint Select Committee Report, vol. I, 
Part I (1031), p. OS. 

’ See Joint Select Gompiittee Report, vol. X, Part I (1034), p, 389, 

■* White Paper, Introductory, para 74; Joint Select Committee Report, vol. I, 
Part 1 (1934), pp- 330.6. ^ ^ 
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Tlius in order lo keep the centi-ifiigal forces in cheek, provi- 
sion lias been made for slrengUienmg the authority of the 3?ederal 
Government. Only a powerful Government at the Gentre will be 
able lo niainiam the unity of India and lo protecl all classes of 
her citizens; and in the circumstances of India il would be very 
dangerous to have a weak Pederat Government. 'I'he financial 
sjsteni devised for the Federation also provides for ample resources 
for the Centre, which should enable tho Federal Govoinrneut to 
aid tlio poorer and more backward provinces. 

§3. Demarration of Fmetiona 

Before we proceed to the important subject ol finance, wo sliall 
deal briefly wiIpIi the distribution of powers between the Federal 
and the provincial Legislatures. A demarcation of iunctions had 
already been made m the Act of 1919. This was further elabo- 
rated and three separate lists were prepared, naniely, Federal, 
Provincial and Concurrent (see Appendix D). Under the Act of 
1919, the provincial Legislative Copuncils had power to le gis late 
for their own temtoriea oa any subjeej^Bven .though that subject 
came in the central list in the Act, but the assent of the Governor^ 
General was necessary for such bills to become law. Therefore, 
accordiug to Section & (31 , ‘the validity of any Act of the Indian 
legislature or of any local legislature was not open to question 
in any legal proceedings on the ground that the Act affects a 
provincial subject or a central subject as the case may be’. This 
worked well on the whole. But with the attainment of autonomy 
by the provinces it would not have been right to continue the 
old arrangement and a statutory allocation of exclusive powers was 
found necessary. Therefore, as m other Federations, the courts 
will have to detenmne whether or not in a legislative enactment a 
legislature has transgressed the boundaries set for it by the exclu- 
sive list, federal or provincial, as the case may be. No doubt 
this will lead to litigation of a kind hitherto almost unknown in 
India, hut this cannot be avoided in view of -the changed political 
relationship between the Centre and the provinces. Hence the 
need foi- a Federal Courl,' for which provision was made. 

§3, AllocaUon of Income-Tax 

Various schemes for reallotment of revenues were considered 
by the Hound Table Conference, but at an early stage it was 
realized that (here was no need for a radical change in the existing 
system. Wliat was necessary was to find some balancing factor 
or factors by which a greater elasticity could be introduced. The 
revenue heads proposed for this purpose were income-tax, export 


’ Joint iS'al^ot Committee Report, vol. I, Part I (1934k pp. 142.3, 



396 


KEDEHAI. FTNAKCP IN INDIA 


duties, salt, stamps and excise dulies. The principal object 
aimed at was that all the governments should have aderiualo 
revenues and the idea of a ‘clean cut’ was not loo much 
Btressed. 

The announcement of an All-India Federation as the immediate 
goal lent further support to the claim of the provinces for the 
income-tax. It is one of the fundamental principles of a Fede- 
ration that its units should contribute to tbo federal resources 
on an equitable basis. Therefore, if income-tax was to be a 
federal item it aliould be levied on Ihc subjects of Indian states 
also. But the rulers of the Indian states made it plain at an 
early stage that they were not prepared to accept that arrange- 
ment, and HO the provinces’ claim to be given the income-tax 
gained .strength. The financial stringency in the provinces result- 
ing from the trade depression and the special troubles of certain 
inipecunioiiB provinces were also urged in support of the provinces’ 
claim to the income-tax. 

The theoretical argmnenl used by the supporters of the pro- 
vincial claim was that the proper source of federal revenues is 
indirect taxation and that direct taxation in most Federations 
is allotted to the units. The United Slates started with a firm 
conviction that it would be wrong for the Federal Government to 
rai.se revenue by imposing direct taxation, but later, when the 
federal services expanded, the needs of the Federation increased 
greatly and the Federal Government was empowered, by an amend- 
ment of the Constitution in 1913, to levy income-tax for Federal 
purposes. At the present time the income-tax supplies as much 
as *70 per cent, of the Federal revenues in the IJ.R.A. In Canada 
and Australia also, the Federal Government has power to levy an 
income-tax, but in South Africa it is solely a Federal tax. Thus 
while indirect taxes are generally treated ns a purely federal 
source of revenue, direct taxes are not, as a rule, reserved entirely 
either for the centre or for the units. In a developing country 
like India, the income-tax is likely to be the most clastic source 
of revenue and it is essential lliat the Federal Government should 
have a fair share of it.^ 

The claims of the provinces, however, made an impression on 
the Found Table Conferences, and the Peel Siib-Committee 
recommended that the proceeds of the income-tax should be dis- 
tributed among the provinces although the tax should be levied 
and rollccted by the Federal Government. This would result in 
a deficit in the central budget, which would have to be made good 
by provincial contributimis. This recommendation was further 
serutinized by the Fact-finding Committee on Federal Finance with 

* Further the tenns direel ami iailirert taxes have created much conftieioQ 
even amoug^ economists. Judges in fl» Dniteil States and Canada have had to 
demilon their own definitions ol those terms rather arbitrarilv (see Adsirkar, 
PtdetA Pimnee, pp. $S24hi.). 
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Lord I’ercy as Cliairmaii ui 193i3. Its rccoiijuieudatious were as 
follows : 

1. lucouie-fcux oil the piofits of eompames should be detached 
and allotted to the Federal Gfovernment, and the income-tax 
collected from the federally administered areas and from officers 
of the Federal Government should also be so allotted. 

*2. The rest of the proceeds of the income-tax should 
be allotted to tho pro\uices. 'I'he Comiriittee admitted that tJie 
lack of some important data made it difficult to distribute tho 
tax on personal incomes equitably among the dillcrent provinces, 
but they recommended that each iirovmco should be credited with 
the tax paid by tho persons resident in it (i.e. by individuals, 
Hindu undivided families, unregistered firms and certain associ- 
ations) including the lax on dividends received bj them from 
companies, and that the tax collected from non-residents and un- 
distributed profits of companies should be distributed on the basis 
of population. 

On this basis, they found that out of the net yield of Rs. 17 '20 
crores, the super-tax on companies and other federal items would 
come to Bfi. 3'70 crores and the balance available for distribution 
among the provinces would be Es. ]3’50 crores. Of this the 
bulk would be distributed on the basis of the estimated share of 
personal income-tax credited to the province. 

3. The Committee also recommended that the loss that would 
result in the central budget should be made good by contributions 
from the provinces, and that these contributions should be based 
on the iuoi'case of revenue accruing to each province by the reallot- 
ment of income-tax. But if all the provinces were to pay in 
the same proportion, some of them would still have deficits; making 
allowance for various factors, the Committee suggested certain 
figures for the contributions in such a manner as to wipe out the 
deficits in the budgets of the provinces. 

Bomo of the provincial Governments raised strong objections 
to the recommendations of the Peel and Percy Committees; 
they were also severely cnticized by ceidain economists.^ The 
provincial contributions under the Meslon Settlement were so un- 
liopular that the Government of India were unwilling to reintroduce 
them. Nor was it expected that the proposed contributions would 
be temporary as envisaged by the Peel Committee; for, having 
taken into account all the relevant facts, the Percy Committee was 
not able to give an assurance that the contributions could be 
abolished within any period that could be foreseen. The scheme 
was therefore abandoned.® 

The provinoializalion of income-tax was also opposed by the 

' See Papers on ‘Federal Finaneo Cotamittee and Coniaibuliion»' by H. h, 
Cbablani apd 'Tbe B.P.D. Sebetne of Federal Finance'' by F. J. in tbe 

Indfari JoutjMl of Bocniomies, Harob 1938, and dieeussion tihereon. 

* Jiini Seieat Commute RepoH (1984), pp. l&S-H. 
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ludian &Late«j on othef grounds. They claimed that a pari/ of the 
income-tax collections came from the subjects of Indian slates. 
It was also urged that several items of federal expenditure wore 
entirely the concern of British India, e.g. the sub.sidies which 
the Government of India had decided to give to certain defioil 
provinces. At one stage it was suggested that the public debt of 
India should be considered to be such an item. The Princes 
insisted that it should be a central (and not a federal) subject 
and that the new Federal Government should not have any 
liability in respect of it. Subsequently the inquiries of the Peel 
and Percy Committees showed that only a fraction of the debt 
was unproductive, that ‘if the Federal Government assumed 
responsibility for the whole of the pre-federation debt its obliga- 
tions would lie covered by the assets also taken over’ and that 
‘the service of the debt will be fully covered by sources of revenue 
which will rciruun at the disposal of the Federal Government’. 
Keverthelese, the states claimed that the refiouvoes of the Federal 
Government were likely to fluctuate and that unless the Centre 
had a large share in the income-tax the states would be rumiiiig 
grave financial risks in joining the Federation. 

The above grounds led to the decision not to provincialize the 
income-tax completely, but it was still held to be desirable to 
give the provinces a share in its proceeds. The following sclreme 
of division was suggested in the White Paper ; The income-tax 
revenue derived from federal sources, i.e. federal areas or emolu- 
ments of federal officers, would be permanently assigned to the 
Federation. Of the rest of the yield of the ordinary income-tax 
(except the corporation tax, referred to later) a specified per- 
centage (to be fixed by Order in Council at the latest possible 
moment) was to be assigned to the provinces. This percentage 
should not be less than 50 nor more than 76. Out of the amount 
so assigned to the provinces the Federal Government would bo 
entitled to retain on amount which should remain constant for 
three years and thereafter diminish gradually to zero over a 
further period of seven years. Tire Governor-General would have 
power to suspend these reductions, if circumstances made it nocos- 
snry to do so. The Federal Government and Legislature would, 
in addition, be empowered to impose a surchai'ge on the income- 
tax, thcj proceeds of which would be devoted solely to federal 
purposes, but this power should be exercised only in times of 
financial stress. The Joint Select Committee agreed with the 
main lines of the White Paper scheme, but feared that, owing 
to the trade slump and the needs of the deficit provinces, it would 
not be possible to fix in the Act the percentage of income-tax 
proceeds to be assigned to the provinces, and that it would be 
best to leave it to be fixed by an Order in Council; nor did they 
Bee any prospeel of fixing a higher percentage than 50. 

It was also decided to detach from the ihoome-tax the taxes 
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ofl tlio income and capital of companies and to allot them entirely 
to the Pedcratiou. After ton years the corporation tax was also 
to be extended to the federated states, but any state which 
preferred that companies subject to its law should not be directly 
taxed by the Pederation would have the option of paying to the 
Federal fisc an equivalent lump-sum contribution. The White 
Paper also jiioposed to em^xmer the provincial Ijegislalures to 
impose surcharges on the personal income-tax, but the Joint 
Select Committee did not accept this. The White Paper proposal 
to empower the Fedeial Legislature to impose an emergency sur- 
cliai'ge for federal purposes was, however, approved, and farther 
it was decided that any surcharge so imposed should also be levied 
in the federated states with a similar option for any such state 
to make an equivalent contribution to the federal revenues instead 
of -having the surcharge levied in the state. 

Those recommendations were embodied in Section 138 of the 
Act, which lays down that a prescribed percentage of the taxes 
on income shall be allocated to the provinces, subject to the 
proviso that in each year of a prescribed period the Federation may 
retain such sum as may be .decided, and 'in each year of a 
further prescribed period a sum less than that retained in the pre- 
ceding year by an amount, being the same amount in each year, 
so calculated that the sum to be retained in the last year of the 
period will be equal to the amount of each such annual reduction*. 
The distribution of the provincial share was to be prescribed 
by an Order in Council before giving effect to Paat III of the 
Act. (See Ch. XXXH.) 

§4. Other Balancing Factors 

The White Paper proposed that the Federal Legislature should 
be given power to allot to the units (provinces and states) at its 
discretion a share of the yield of salt duties, central excises and 
export duties. In. regard to the first two the object was not 
only to make the financial scheme more elastic, but also to facili- 
tate the introductiou of new taxes. - This was accepted by the 
Joint Select Committee and was embodied in the Act (Section 140). 
The provision in regard to export duties was in the interests of 
Bengal winch had been accumulating deficits since 1930, and the 
Act specifically lays down that at least one-half of the net proceeds 
of the jute export duty shall be assigned to the provinces or 
states in which jute is gi'own, in proportion to the respective 
amounts of jute grown therein [Section 140 (2)]. Half &e net 
proceeds of the jute export duty was surrendered to the jute- 
growing provinces with effect from 1936-6. If an Act of the 
Federal Legislature so provides, the revenue from the salt duty 
and Federal excises may be distributed, among the provinces and 
* the states to which the Ant applies [Section 140 (l)j. 
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In a diilerent category are placed couunercial stamps (already 
levied by the provinces), succession duties, terminal taxes and 
taxes on railway fares and freights (■which may be levied in future). 
The revenue from these taxes must go to the units, but for 
obvious I'easona it is better that they are levied and collected by the 
Federation. The Federal Government will have power to place 
surcharges on those taxes at any time for federal purposes 
(Section 137). 

The Act also authorizes the Federal Government to make 
grants-in-aid to deficit provinces. The provinces to which such 
help has to be given are : (I) the North-West Frontiej' Pro- 
vince, where special expendilui'e due to strategic considerations 
has to be incurred, and to which an annual subvention of Rs. 1 
crore -was already being given, (3) Orissa and Assam, which under 
the present scheme of allotment of sources of revenue cannot be 
expected to balance their budgets, and (3) Smd, which will require 
subvention for some time but may eventually be able to balance 
its budget. Fixed subventions are to be given to the last three 
provinces, while the subvention for the North-West Frontier Pro- 
vince may vary according to annual requirements (Section 142). 
Provision was made for the necessary subventions for these 
provinces in the budgets for 1935-6 and later years. 

The Federal Government is also authorized by the Act to make 
grants to the provinces and states for specific pniposes, and the 
provinces may also make grants for federal purposes. 

Thus impca'tant modifications were made in the system 
of ‘clean cut’ introduced by the Reforms of 1919. Hitherto 
the revenue of the provinces came almost entirely from resources 
definitely allotted to them. In future tho provinces will be receiv- 
ing a part of their revenues from sources which they will have 
to share with the Centre. The provincial revenues in future will 
comprise : 

1. Provincial taxes, like land revenue, tax on agricultural 
moomes, irrigation receipts, excises on alcoholic liquors, drugs and 
narcotics, stamps (general), forests, registration receipts, etc.; 

2. The provincial share in income-tax, salt duties, central 
excises tmd export duties; 

3. The proceeds of stamps (commercial), terminal taxes and 
other taxes collected by the Centre but disti'ibuled in full to the 
provinces; and 

4. Subventions from central revenues and grants for specific 
purposes- 

The resources of the central (Federal) Government are nearly 
the same as before, except that some of the sources previously 
central (i.e. income-tax, salt and export duties) will, or may, in 
future be divided between the Centre and the units, A certain 

r of this loss is made up by the power to levy surcharges purely 
federal pnrposes on income-tax and cwmercial stomps i^d 


i»L ( 
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on cerliUiin new taxes that may be levied in fuluie, namely sneces- 
aion duties, terminal taxes and taxes on railway fares and freights. 
It is fair to point out, however, that the central Government are 
also undertaking new liabilities in the form of subventions to the 
deficit provinces. 

Thus in the new scheme of federal finance, the revenues of 
India are divided into three mam categories, namely : (1) Federal, 
(2) Provincial, and (3) Jointly Federal and Provincial. Both the 
Federal Government and the provinces will have then- own 
separate revenues over which each will have exclusive jurisdiction, 
legislative and administrative, and in addition they will both share 
certain common revenues levied and collected by the Federal 
Government under Federal law and mainly through Federal 
officers. Finally certain revenues are wholly allocated to the pro- 
vinces, but legislation and administration in respect of them are 
exclusively Federal, and the Federal Government’s only means 
of benefiting from ihose revenues is by imposing surcharges under 
Section 137. The position can be made clear by classifying all 
the revenues of India with reference to jurisdiction (legislative 
and administrative) and allocation of proceeds, as below : 

Powers of 

Sources of Revenue Legislation, and Allocation of Revenue 

Administration 

Import duties (except on aolt) 

OontnbuUona from Roilwajs 
and leceipts from otbei Fede- 
ral commoruial undertakings 
Corporation tax 

Coinage piodta and share in 
profits of Eeserve Bank 

Income-tax 

Export duties 
Salt diitdes 

Other excise dutice except those 
on alcoholm liquors, drugs and 
narcotics 

Sarcession duties (except on 
agricultural land) 

Terminal taxes on goods and 
passengers 

Certain stamp duties 
Tax DU railway fares and 
freights 
Laud levenue 

Taxes on agrioultuial incomes 
Excise duties on alcohol, drugs 
and narcotics 

Buccesaiou duties on agricul- 
tural land 

Stamps (with exceptions) 

Forests and other provincial 
commercial imdertakings 
Taxes on the sale of ^Oods 
. Taxes on Inxones (mdnding 
entertaimrumts, bettmg and 
’ gambling) 

2U 


Exclusively 

Pedeial 


Exclusively Federal 


Exclusively 

Federal 


Exclusively 

Fedoi’al 


( Partly Federal and partly 
I (eventually 60 per cent.) 
I Provincial 


Federal, 

assien 

vrhole) 


with power to 
a share (or the 
to units 


Exclusively 

Federal 


Fiovinoial, with power to 
the Federation to im. 
pose a Federal sur- 
charge 


) Exclusively 
Provincial 


Exclusively Provincial 


t I, 
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It may be aoled that the growing head of excisee its to be 
shared between the Centre and the nnita. But while the pro- 
vincial excises are specifically enumerated, the sphere of the Centre 
is left unspecified, thus leaving to it the residue. Already the 
Centro has levied excise on various articles, and it has freedom 
to exploit that domain further. This has caused some concern 
to the Indian states. They point out that the Centre has full 
power to levy excise on any commodity and that if that power 
were fully exorcised, the exclusive right of the units to levy land 
revenue or taxes on agricultural incomes would be nullified. But 
in practice, the Centre may not resort to levies which are likely 
to cripple the resources of the units; for, alter all, tho states will 
have a large number of rciirosentatives m the Federal Legislative 
Assembly and will have considerable mfiuence in regard to the 
levy of fresh taxes. 

Another featme of the new scheme is the absence of any 
defined residuary power m regard to taxation. It is not unusual 
in Federal constitutions to leave the residuary power m taxation 
either to the Federation, or to the states (vide infra, p. 411). 
In some federations, both the Federal Government and the states 
have nearly concurrent powers of taxation except that some taxes 
are prohibited to the latter. Thus, in the U.S.A. the states are 
prohibited from raising customs duties and m Australia, customs 
duties and excises are exclusively allotted to the Federation, whilst 
the rest of the tax domain is common ground. The position of 
India in this respect is unique. The Act of 1935 avoids the 
question of residual power by making three exhaustive lists : 
(1) Federal, (2) Provincial, and (3) Concurrent (see Appendix D). 
All unspecified subjects are to be allocated by the Governor-General, 
but this will not give nmesh power to the Centre seeing that the 
subjects unspecified are so few. Bection 104 of the Act lays down 
that the Governor-Genei-al may by pubhc notification empower 
either the Federal Legislatoe or a provincial Legislature to enact 
a law with respect to any matter not enumerated m any of the 
lists in the Seventh Bchedule to the Act or to impose a tax or 
duty not mentioned in any such list, and the executive authority 
of the Federation or of the iirovince, as the case may be, shall 
extend to the administration of any law so made, unless the 
GoveJ'nor-General otherwise directs. It is expressly provided that 
in the discluirge of this function the Governor-General fthn, n act in 
his discretion. 

In times of emergency, the Federal Government will have 
power to levy surcharges on income-tax and on the taxes 
mentioned in Section LS? (commei'cial stamps, succession 
duties, terminal taxes, and taxes on railway fares and 
freights). 



S'fiDliEAL FINANCE — QOVEENOfiS* I'JROVINOES 40ii 

§6. Borrowing 

The Act of 3933 has also enlarged the powers of the provincial 
Governmouts in rohpect of borrowing, as we shall see in the next 
chapter. Hection 163 terminates the power of the Secretai 7 of 
State to raise money on the security of the revenues of Biitish 
India, except that during the transition period (fiom the time when 
Provincial Autonomy begins to the time when Federation is in- 
augurated) he will still have power to borrow in sterling under 
certain conditions (S. 315). Section 162 authorizes the Federal 
Government to borrow on the security of the federal revenues, 
within such limits as may be fixed from time to time by an Act of 
the Federal Jjogislatnio. Section 163 gives similar power to tho 
provincial Goveinraents to borrow on the secnvity of the provincial 
revenues; but without the consent of the Federal Government, a 
province may not borrow outside India, nor raise any loan if 
there is still outstanding any part of a loan made to the province 
by the Federation [Section 163 t3)]. It is provided that the 
Federal Government shall not -withhold such consent without suffi- 
cient reason. Even after Federation is inaugurated, the Federal 
Government may, if it so decides, lend to a province or state, or 
guarantee a loan raised by a provmce or a state (Section 165). 

§6. Financial Control 

By the Act of 3935 the control of the Secretary of State over 
the ffiianoes of India has been largely relaxed and most of hia 
former financial powers are now vested in the Federal and Pro- 
vincial Legislatures. Accordingly the AG has laid down the main 
lines of financial prooediu-e in both the Federal and the Provincial 
Legislatures. 

All estimates of receipts and expenditure of the Federation 
•will bo placed annually before the Federal Legislature. But 
estimates relating to the following items which are to be ' charged 
on the revenues of the Fedei'ation’ will not be submitted to the 
vote of the Fedeial Legislature [Section 33 (3)] : 

(a) The salary and allowances of the Governor-General and 
other expenditure relatmg to his office for which provision is 
required to be made by an Oi-der in Council. 

(b) Debt charges for which the Federation is liable, inolud- 
mg interest, sinking fund charges and redemption charges, and 
other expenditure relating to the raising of loans and the service 
and redemption of debt. 

(c) The sala;rieB and allowances of ministers, of counsellors, 
of the financial ad-viser, pf the advocate-geffiteral, of ohief-oommia- 
sionars, and of the staff of the financial adviser. 

The salaries, allowances and pensions payable to or in 
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respect of judges of the Federal Court, and the pensions payable 
to or in respect of judges of any High Court. 

(e) Expenditure for the purpose of the discharge by the 
Governor-Oeneral of his functions with respect to defence and 
ecclesiastical affairs, his functions with respect to external affairs 
in so far as he is by or under this Act required in the exercise 
thereof to act in his discretion, his functions in or in relation 
to tribal areas, and his functions in relation to the administration 
of any lerritoiy in the direction and control of which he is under 
this Act required to act in his discretion : provided that the sum 
so charged in any year m respect of expenditure on ecclesiastical 
affairs shall not exceed forty-two lakhs of rupees, exclusive of 
Iiension charges. 

if) The sums payable to His Majesty under this Act out of 
the revenue.s of the Pedeiation in respect of the expenses incurred 
in discharging the functions of the Crown in its relations with 
Indian states. 

ig) Any grants for purposes connected with the administra- 
tion of any areas in a province which are for the time being 
excluded areas. 

ih) Any sums required to satisfy any judgment, decree or 
award of any court or arbitral tribunal. 

(i) Any other expenditure declared by this Act or any Act 
of the Federal Legislature to be so charged. 

There is, however, nothing to prevent the Legislature from 
discussing the estimates for the above items except those coming 
under (aj and if). Estimates on all votable items wiU be sub- 
mitted in the fonn of demands for grants to the Federal Assembly 
and thereafter to the Council of State and either Chamber may 
assent or refuse to assent to any demand. "When the Federal 
Assembly refuses to assent to any demand, that demand will not 
be submitted to the Council of State, unless the Governor-G-eneral 
so directs. If the two Chambers differ with respect to any demand, 
there will be a joint sitting to decide the point at issue (Section 34). 
If the Iiegislature does not assent to a demand for a grant or cuts 
down the amount of the gi'ant, the Governor-General may restore 
it, if in bis opinion the refusal or reduction would affect the due 
discharge of any of his special responsibilities (Section 36). The 
schedule of authorized expenditure authenticated by the Governor- 
General will then be placed before both tho Chambers, but will 
not be open to discussion or vote. 

A Bill making provision (a) for imposing or increasing any 
tax, or ib) for regulating the borrowing of money, or (c) for 
declaring any expenditure to be expenditure charged on the 
revenues of tlie Federation, cannot he introduced or moved except 
on the recommendation of tiie Governor-General. Further ah 
ffnanoial Bills must be first introduced in the Fedei‘al Assembly 
Ifflid not in the Council of Stste (Section 37). 
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The procedure to bo followed by the Provincial Legislatures 
in flnanoial matters is in most points similar to that described 
above. Where there are two Houses, the upper House (Legisla- 
tive Council) does not vote on demands for grants but discusses 
the budget in general. Certain items, including the salaries and 
allowances of the Governor, Ministers and High Court Judges and 
the expenditure connected with the administration of excluded 
areas, are not votable. The Governor is also empowered to 
authenticate any demand for grant thrown out or cut down by 
the Legislative Assembly, if in his opinion it is essential for the 
discharge of his special responsibilities. But the maintenance of the 
financial stability of a province is not one of those special respon- 
sibilities. Where there are two Houses, financial Bills must be 
first introduced in the lower House. No such Bill can be intro- 
duced except on the recommendation of the Governor (Sections 
78-82); in other words such Bills can only be introduced on the 
responsibility of the Executive.^ 

It will be noticed that the items ‘ charged on the revenues ' 
are analogous to the payments charged on the Consolidated Eund 
in the United Kingdom, which are not voted annually by Parlia- 
ment. The principal difference is that the ministers’ salaries are 
charged on the revenues and therefore non-votod in India. There 
are special reasons for charging this item on the revenhes.® 


‘ White Paper, Proposal 96 j Joint Select Committee Report, vol. I, part I (1984), 

p. 81. 


’ Jotut Select Committee Repoit, loc. cit., p. 



CHAPTER XXXI 

FEDERAL FINANCE ; AN ESTIMATE 

§1. The Theory of Federal Finance 

The theory of federal finance in still in its infancy. Although 
two of the principal federations have been in existence for more 
than a hundred years, we have not yet acquired sufficient expe- 
rience of the working of federal finance to be able to lay down 
general principles with much certainty. The finances of the exist- 
ing federations were anb]ected to a very severe strain under the 
new economic conditions that resulted from the Industrial 
Revolution and the emergence of a world economy. The great 
American Federation began with the theory that the Federal 
Government and the States must have independent sonrees of 
revenue, each levying taxes in its own right and not drawing on 
the resources of the other. The Federal resonrees were understood 
to be strictly limited to ' indirect ’ taxes ; direct taxes were also 
leviable by the Federal Government, but under Section 2 (3) of the 
Constitution the proceeds had to be apportioned to the several states 
according to population. When the Mancial functions and needs 
of Federation expanded after 1900, federal revenues became in- 
adequate and finally the Sixteenth Amendment was passed in 
3913 empowering Congress to levy and collect direct taxes for 
federal purposes. Further, in spite of the insistence by the stales 
on their financial independence, federal aid has become a common 
feature, as has already been shown. Thus the system of complete 
segregation of resources, which the Germans call Trennsystem 
(separation system) broke down, and a mixed system (Misoksystem) 
of federal finance has been grafted on to it. That is to say, both 
the Federal Government and the slates have certain independent 
resources and in addition both impose separately in their own 
right certain taxes of the same kind (e.g. income-tax, excises). 
The framers of the Canadian and Australian constitutions benefited 
by the experience of the U.S.A. and adopted a more or less mixed 
system. The mixture, however, ia more in evidence in Australia 
tiian in Canada. A mixed system may be either one of ‘ con- 
currence ’ or one of ‘ contact In other words, both the Federal 
Government and the states may he allowed to collect the same 
tax, each having its own rates and collecting agency; or one 
Goveriunent may collect the tax and distribute a part of it to the 
other Government as an assignment or in any other form- The 
' concurrent ’ system has been in operation, notably in the U.S.A. 
and in Australia in regard to income-tax, hut it has led to 
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conflicting jnrisdictioi)<i, a)id other difficulties, and therefore the 
system now favoined is that of ‘contact’. The need for an 
independent tax domain for the federation and the units still 
remains, but there must in addition be some balancing factors 
which would provide for the adequacy and elasticity of resources. 
It has also been found advisable to allot these ‘ balancing ’ taxes 
to the Federal G-overnmant for legislation and administration, so 
that the rates may be uniform as between the different states. 

It is clear that the system embodied in the Act of 1985 has 
been dzawn up in the light of the principles enunciated above. 
The Act of 1919 aimed at the principle of ' independence ’ or 
‘ separation of resources owing largely to the discredit into 
which the system of ‘ divided heads ’ had fallen; but as 
this would have produced a permanent deficit in the central 
budget, provision had to be made for provincial contributions. 
Experience showed that an ‘ independent ’ system was not likely 
to produce adequate zesources permanently for both parties. With 
a view to making the provincial finances elastic and creating an 
incentive for the provinces to co-operate in improving the revenues 
collected by the central Government, it was decided after mature 
deliberation to distribute the yield of certain taxes between the 
central Government and the provinces. This is indeed a partial 
return to the system of ‘divided heads’, but it is hoped that it 
will work more satisfactorily, now that it is accompanied by 
provincial autonomy. 

A novel feature that has been added to the system of federal 
finance by the Act of ]9.'15 is that in the case of taxes the pro- 
ceeds of which are to be dhstributed to the provinces in full, both 
legislation and administration are to be vested in the Federal 
Government. This gives the provinces an incentive to nourish 
those revenues, and the Federation will be able to levy surcharges 
in times of need; troublesome conflicts of rates and laws are thus 
avoided. 

In some federations the residual power of taxation is vested 
in the states (as in the IT S.A. and Australia); and in others (e.g. 
Canada) the Federal Government is the residuary legatee, It does 
not follow, however, that where the states have the residizal power, 
their resources are greater. The enumerated taxing powers of the 
Federal Government may bo large, as in Australia, and thus the 
residue left to the states may be only a meagre one. The framers 
of the new Indian Constitution have benefited by the experience 
of federations elsewhere, and have carefully delimited the respec- 
tive tax domains of the Federation and the units. They sought 
to introduce an element of elasticity by marking off certain taxes 
for the joint benefit of both Governments, but wisely vested the 
taxii^ power in the Federation. Section 104 vests in the 
Govi^or-General the power to allocate any residual item, bht as 
Jzoth Governments have fairly extensive independent fields allotted 
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to them, this residual power stands on a different footing from 
that in Australia and elsewhere. 

Some critics hold that in Ihe new financial system of India 
the Federal authority will be unduly powerful. Some of the 
features mentioned above may seem to justify this criticism, but 
we have to remember in this connexion that the whole function 
of defence is vested in the Federal Government ; and it is essential 
that that Government should have full discretionaiy power to 
raise additional revenue in times of emergency. Further, the 
fundamental reason for prescribing that the balancing taxes should 
be levied and collected by the Federal Government is not a desire 
to enhance the power of that Government but ihe desire to avoid 
the inconveniences which would otherwise result. Wliere there 
are concurrent powers of taxation, tlie conflict of federal and 
state laws often leads to considerable htigation. This has been 
the experience of Australia, esiiecially in regard to the income-tax; 
the Eoyal Commission on Australian Taxation (1921) condemned 
the system as unsuitable, and recommended the federalization of 
income-tax. The India Act of 1935 has therefore wisely guarded 
against possibilities of such a clash between the Federation and 
the Units. As will be shown presently, a financially prosperous 
Federal Government is essential for the unity and strength of 
India, and it would have been most injurious if anything like a 
residual power had been granted to the provinoes. 

§2. The Needs of the Federal Government 

Two important assumptions are generally made by those who 
criticize the financial powers vested in the Government of India 
by the Acts of 1919 and 1936, namely (1) that the needs of 
the Federal Government are ‘ stationary or falling ’ , and (2) that 
the revenues of that Government are expansive.^ Neither of 
these assumptions is true, so far as one can judge from the existing 
oireumstanoes. 

The needs of the central Government might have remained 
stationary had their functions been confined to external defence 
and internal security, bnt the Centre will have to perform impor- 
tant functions connected with economic development and social 
welfare. 

In the olden days when transport was slow and economic life 
functioned in narrow spheres, defence was the only large function 
of Federal Governments; but today economic life is functioning 
on a world scale and each country has to maintain a unified and 
co-ordinated economic policy. This is as true of federations as 
of unitary states, and fs illustrated by the experience of the United 


‘ Both these assumptimis were made by the critics of iha ‘ Meatoh Settle, 
fflent', and ereu by the Simon Commisrion and TOiiong conumtteea of lie Bound 
fwbta Coufiitrettces, 
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States, Canada, Austialia and other federations. In those coun- 
tries in spite of the ]ealons safeguarding of ‘ states’ rights ’ , federal 
aid and direction have increased in lecent times and are likely to 
continue to increase in future. 

In this country the need for fedeial co-ordination and formula- 
tion of policy must be regarded as even more urgent than in 
the other countries mentioned above, because of the powerful 
centrifugal foi’ces resulting from the existence of units which arc 
very dissimilar and from the conflicting interests of various 
economic gioups in the land. In a heterogeneous country like 
India, the operation of certain uniform economic policies 
essential for orderly progress. Further the existence of backward 
tracts and units with inadequate financial resources necessarily 
entails a heavy burden on the Federal Government. The North- 
West Frontier Province, Orissa and Sind will need subventions 
from federal revenues for a long time to come and, having created 
these provinces, the central Government has a duty to give them 
a fair stai’t. The poorer of the existing provinces — Assam, Bihar, 
etc, — also have to be helped, as already explained. 

External relations and commerce are the most important 
responsibilities of the central Government. Hitherto India's 
foreign relations have been largely managed by the United 
lUngdom and therefore did not involve any large expenditure, 
but, as India’s political status rises, the expenditure on external 
relations is also bound to increase. Commercial policy has not 
worried the Government of India very much till lately, but the 
trend of developments abroad and the economic aspirations of the 
people at home have already made a more energetic commercial 
policy necessary. 

Education, public health, agriculture and industries are pri- 
marily provincial subjects, but, if these important nation-building 
agencies are to produce the greatest possible benefits in service to 
the public, suitable policies must be formulated in many respects 
on a more or less all-India basis.* Eesearch must provide the basis 
for policy, and research is most effectively carried out under the 
direction of the Federal Government. For successfully launching 
certain policies in which the whole country is interested, the 
Federal Government will have to make grants to the provinces. 
In regard to the above social services, therefore, the Federal 
Government will have to arrange for research, formulate policies 
and make grants to the provinces. 

Those who look forward to a reduction in central expenditure 
base their hopes on a substantial reduction in military expenditure. 
It is true that the expenditure on defence expanded largely during 
the War. It rose from Es. 29‘84 crores in 1913-14 to Es. 81*76 

^ for iAatance, tho Bepoit of the Hartog Committee {1939}, wMdi says 
that the dhoioe of the Q-ovemneot of India from education haa heen unfettonate. 
p. 8d6, 
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ororeB in 1920-1 (not). But since tlien the expenditure has fallen 
largely. It stood at Es. 55’10 crores in 1929-30, and fell to 
Es. 44‘38 crores in 1934-5. It must be remembered that the 
rapid fall in defence expenditure after 1930 was due to tlie slump 
and to emergency measures of a temporary character; both Sir 
George Schuster and Sir James Grigg warned the Legislature 
that the present figure ‘ could not be regarded as a new permanent 
level of defence expenditure’.^ The same opinion was held by 
Sir Eobert Cassels, and was confirmed by the findings of the 
financial expert, Sir Otto Nieraeyer. It is possible that new ways 
of economizing may be discovered in future, but one fears that 
such savings will be absorbed in greater expenditure on aerial and 
naval defences. As India obtains a higher political status, the 
burden of defence is likely to increase rather than diminish. Nor 
is there any near prospect of general disarmament. The menace 
of war is growing, and our defence expenditure has already gone 
up slightly. 

Taking all the above circumstances into account, one is 
inclined to agree with Sir Otto Niemeyer’s conclusion ' that 
expenditure at the Centre cannot be expected consistently with 
safety to decrease much below the point to which it has now been 
reduced 


§3. The Revenues of the Federal Government 

Critics of the ' Meston Settlement ’ , including the Simon 
Commission, have held that the revenues of the central Govern- 
ment are expansive. This was perhaps true in the decade 1921-30, 
but it is no longer true, partly because some of the elastic sources 
have been made divided heads and partly because of important 
changes in the general nature of Indian production and trade. In 
future import duties and revenue from certain Commercial 
Departments (Eailways, Posts and Telegraphs) will be exclusively 
■Federal sources of revenue. It is true that these expanded greatly 
between 1921 and 1930, but these are precisely the revenues liable 
to fluctuate with the phases of the trade cycle and are not likely 
to show any marked secular upward trend in future. 

Customs revenue increased from Es. 17 crores in 1914 to 
Es. 34 crores in 1921-2 and to Es. 60 crores in 1929-30. No doubt 
this was partly due to the increases in rates, but it was also due 
to the expansion of external trade during the period. But though 
between 1930 and 1932 the value of external trade of India fell 
hv one-half, the revenue has nevertheless been maintained by the 
imposition of heavy emergency surcharges, "When those are 
removed, there will be a dwindling of revenue unless some other 
compensating factor begins to operate in the meantime. The M 
in customs duties has not been due merely to the dislocation of 

• Budget Stutefflents for 1984-fi »p.a 1^5-6. i , , 
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trade resulting from the economic depression, but has been caused 
by the greatly increased production in India of articles which were 
formerly imported. The slriking growth in the internal produc- 
tion of cotton piece-goods, sugar, matches, iron and steel, and 
cement has already been dealt with in Chapter XX'VIII. The 
steep fall in the customs revenue resulting therefrom has also been 
shown. The most striking case is that of sugar, the customs 
revenue from which fell from Es. 10*68 crores in 1930-1 to only 
Es. 44 lakhs in 1936-7. The revenue from the imported cotton 
goods has also largely declined. Indian production is growing fast 
and, although imporiation may not ceaso altogether, no large 
revenue from the above items can be expected in future. When 
imports diminish, exports are also bound to fall, and therefore the 
contraction of import revenue may lead to a contraction in the 
revenue from export duties also. Eurther, India has to take into 
account the increasing number of import quotas and other restric- 
tions in foreign countries. It is true that when some items of 
imports decline others may increase, hut the growing demand in 
India for protection makes the future of the customs revenue 
uncertain. If the country insists on having high all-round protec- 
tion, it must be prepared to sacrifice the bulk of the customs 
revenue and find alternative sources. 

There have already been efforts to make up for the loss of 
customs revenue by imposing fresh excises, hut it will be some 
time before the central excise revenue expands into a major 
source, To raise a large revenue from nascent industries is no 
easy task; further, the new excises may have to be shared between 
the Centre and the provinces. Tlie income-tax yield will certainly 
benefit by inerpased production in the country, hut the Federal 
Government will receive only a portion of it in future. 

The other important Federal source, namely revenue from 
certain Commercial Departments, has largely contracted in recent 
years as shown in the last chapter. Between 1921 and 1929, 
the non-tax revenues of the central Government (of which the 
net receipts from the Commercial Departments are the principal 
single item) brought in Es 20 crores annually, hut since 1930 
there has been a land-slide. In 3933-4 and 1934-5 these revenues 
came down to about Es. 6 crores. The principal revenue-yielding 
Commercial Department is the Eailway. Lai’ge revenues accrued 
to the state from this soirrce during and after the War 
and, after the Bailway budget was separated from the central 
budget, the annual contribution came to between Es. 6 and 
Es. 6 crores. But since 1930-1 not even the fixed contribu- 
tion to general revenues has been paid, and a large deficit (Es. 32 
orores up to 1934-6) has been accumulated. Nor is this merely 
due to the trade depression. It is largely due to’ competition from 
road transport and to the reduced demand for imports resulting 
ffonti mq*§asfid homo produotlon. When largd tjuantities of rice 
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and jute were exported, and the interior parts of India freely 
absorbed imports of cotton goods from Lancashire and sugar from 
Java, the Eailways were able to make large profits and contribute 
liberally to the central revenues. But when the exports fell and 
home-produced goods replaced imported goods, the demand for 
railway transport diminished. Internal trade has indeed increased 
and continues to increase, but road motor transport carries a good 
part of that trade and this is likely to continue. Bailway revenues 
have lately improved slightly, but unless there is a radical 
reorganization, no substantial improvement is likely. 

The Government of India formerly had a large revenue from 
monopolies. Opium brought in Es. 10 crores in 1880 and Es. 9 
orores even in 1910, but it produces hardly bait a crore to-day. 
The revenue from salt is considerable at present (Es. 8'18 crores 
in 1935-6); but this high figure is due to certain temporary 
mfluences. A strong political party in the country views this tax 
with disfavour and would like to see it lowered. In view of 
this sword of Damocles hanging over its head, one cannot even 
hope that the revenue from salt will be maintained at its present 
level. 

It is po.s.sible that some savings may be realised in future 
from debt conversions, but such savings should be used for making 
a more adequate annual contribution for the redemption of debt 
than the present reduced figure of Es. 3 crores, which Sir Otto 
Niemeyer considered inadequate. 

There is no doubt that the increase of industrial production 
and the growing internal trade will increase the yield of the 
income-tax, the new excises, stamps, registration fees, etc. But 
some of those sources are entirely provincial and others are ‘ divided 
heads’. The provincial Governments’ right to levy sales taxes 
may be used to the detriment of certain central taxes, and this 
fear has already materialized fvide infra). Judging from certain 
indications, it is possible that the whole trend of economic 
development in future may be in favour of the provinces "When 
economic internationalism flourished, India was linked to it as 
a primary producer and as a steadv consumer of sugar, textiles 
and iron goods; but today, with the growth of economic self- 
sufficiency in most countries, India’s position in the world economy 
is undergoing a radical change. The demand for India’s primary 
products abroad has shrank; India’s demand for cloth, sugar, 
iron goods and other manufactured goods from outside has also 
greatly diminished. In the days when foreign trade loomed large, 
customs revenue bad a wide scope, but now that machinery and 
a few liKury goods have become the principal imports, the scope 
for levying import duties is naturally very limited. The central 
Governmept can indeed impose excises, hut it will take timd and, 
'(vheh they increase., the provinces will demand a share of the 
pnweedB. Thus while the industrial development of Ihdia depend^ 
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very largely on central policy and direction, the increase m tax 
yields due to industrial progress -will partly go to the provinces. 
The TarifE Acts, wliich have made the industrial development 
possible, may turn out to be ' self-denying ordinances ’ so far as 
the central Q-overnment is concerned. 

Thus, although the financial provisions of the Act of 1935 may 
appear unduly favourable to the Federal Government, those provi- 
sions are in reality essential foi enabling it to increase its revenues 
m times of emergency. Such provisions do not weaken the federal 
aspect of the new financial system, and they arc absolutely neces- 
sary if the Federation is to function properly. They embody the 
quintessence of the financial experience of many long-established 
federations. 


§4. Subventions and Grants'^ 

As ah'eady shown, the Government of India have lately adopted 
the policy of making grants and subventions to the provinces. The 
subventions are given to help the provinces which could not 
reasonably be expected otherwise to balance their budgets, but 
the grants for schemes of rural improvement and road develop- 
ment are intended to enable the provinces to carry out schemes of 
national importance for which they cannot provide adequate funds 
themselves, and they may become a permanent feature of the 
financial system of India. 

Grants and subventions to the nmts have been in vogue in 
most federations and it would be wise on our part to benefit by 
then experience. In Australia, while the Commonwealth has 
ade(|uate resoui'oes including the exclusive power of customs and 
excise taxation and conouiTent powers in direct taxation, the 
revenue of the states is inadequate, and therefore provision has 
been made in the constitution for annual subsidies from the federal 
revenues. Generally these subsidies have been distributed on 
the basis of population. The system of subsidies per head of 
population gave rise to much dissatisfaction among the less popu- 
lous, but developing states, and the Eoyal Commission on Austra- 
lian Taxation* condemned it. In 1927 the subsidies per head were 
abolished. A Commission appointed in 1933 inquired into the 
complaints of the discontented states and during the last two 
year's subsidies have been distributed according to the recommen- 
dations of this body. 

Judging from the working of federal subsidies and grants in 


' The term ' subveationa ' is generally need to mean aids given, without 
striqtly apecifying the pmpose, while giants aie made for specific pnrpoBcs. 

^ ‘ The state, which has the largest papnlation, is most advanced in fta develop- 
ment and has, therefore, the fewest problems to solve, will pi^ressively receive 
mote and roora from the Oommonwealth, while states like western Australia 
with smalt populations and great developing problems, will tare the woist ' (Bruce, 
Pdine Minister). Bee E. 0. Mills, Eotmomia Secard, May 1938, p. 7. See also 
fidsrkar, op. cat., pp. 146-8. 
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Austraba and elsowhere ifc is possible to formulate coi'lain basic 
principles. Generally, it is inadvisable to allow one autliority to 
spend tlie revenue that another has raised. Such a system iiocoa- 
sarily weakens responsibility and encourages extiavagance. But 
subventions naay be necessary in the case of units which are 
financially eiubarrassed owing to special causes, and theie is some 
justification for subventions in the case of units which cannot 
normally provide for a minimum standard of social services. Some 
precautions, how'ever, are necessary in granting such subsidies. 
Firstly, the states seeking assistance must make the utmost effort 
to get over financial embaiTassinents, as otherwise financial res- 
ponsibility may be impaired. Secondly, such subventions should 
not aim at equalizing the scales of expenditure in the different 
units. Several provincial Governments in India put forward 
claims for subventions on the ground that their expenditure per 
head of population under various heads was mnoh lower than that 
in other provinces, but it is futile to expect absolute equality in 
scales of expenditure between different parts of a sub-continent 
like India. Expenditure standards are bound to vary with econo- 
mic and social conditions. As Sir Otto Niemeyer pointed out, 
'in any country of the sizo of India there must inevitably be 
substantial differences in the standard of administrative needs and 
possibilities just as there are m other ainas of the same size in 
the rest of the world or, for that matter even in smaller units 
But a different set of principles must guide the distribution 
of grants. The interests of the whole country require that certain 
social services like roads, budges and public health arrangements 
should be maintained in all parts on a fairly unifonn standard, 
and therefore the federal authority may grant funds for such 
specific purposes, but those funds should be expended in the 
manner approved by that authority. Such grants arc intended to 
supplement provincial (or state) expenditure. Thus, in the 
U.S.A. , grants are made to the States in aid of expenditure on 
highways, vocational education, maternity and infancy hygiene, 
etc. In most cases there is an obligation on the part of the states 
to match the ' Federal dollar ’, i.e. the state is required to provide 
a sum equal to the giant foi‘ the same object. Federal aid has 
lately assumed large proportions in the II. S. A.; it rose from 
$12*6 millions in 1915 to $137 millions in 1927. Similar grants 
are made in ('anoda and Australia also.^ 

Tho real difficulty about these grants is that they involve 
interference by the Federal Government in the sphere of adminis- 
tration reserved for the units. Even in the United States where 
I states' rights ’ are jealously guarded by a free people, the recent 
increase of grants has_ led to a large extension of federal control. 
Nonetheless, federal aid is tolerated by all and even welcomed by ' 

» See Adariar, op. tsk, pp. 78-4, 181^4, IBO-5. / 
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some, because it enables the more baokwarcl states to raise their 
standard of administration above what they would be able to main- 
tain with their unaided resources.' The mode of distributing 
tliese grants has been a matter of controversy in most federations. 
On the whole the population basis is perhaps the best, but when 
the grant is meant for a special purpose connected with agricul- 
ture the rural population alone should be lakcn into account. 

In India grants fioiu the cenlial Goveinmoiil to the provinces 
were an annual feature of the central budget between 1900 and 
1919, but with the introduction of the Montagu-Chelmsford 
Reforms there arose a conviction that, if provincial autonomy was 
to be real, the provinces should not be dependent on the contra! 
finances, and tlie practice of givmg grants to the provinces ceased 
for some years. To make the provinces dependent on central aid 
for a large part of their resources would, no doubt, mean weaken- 
ing their autonomy and the incentive to economy, but in the 
interests of the harmonious dovolopinent of the country it is 
essential that the iivovinces should be helped in pushing on schemes 
of development in such matters at education, public health and 
roads, in which the wliole country is interested. It is true that 
the practice of giving such grants undei the centralized system 
of government before 1921 was not a success, but it should work 
better in a federal system, if suitable precautions are taken. "Prom 
certain statements of Sir James Grigg it is clear that such pre- 
cautions ai’e being taken. If properly employed, federal aid will 
become an adjusting factor of great utility in the relations between 
the central Government and the units, and will be a most valuable 
agency for ensuring a national minimum of economic welfare to 
the masses in this country. 


‘ MacDonald, Fsdeial Aid, p. 13. 



CHAPTER XXXn 

INAUGUEATION OP PROVINCIAL AUTONOMY 

§1. The Niemeyer Enquiry, 1036 

We will now proceed to conaidei’ tlie amingements made for 
implemcntjng the'CTOvernmeut of India Act of 1935. It was clear 
to Parliament tkat the success of the Reforms would depend very 
largely on the financial position of the Q-overnments in India. 
Having regard to the recui’ring deficits of most of the provincial 
Governments from 1931 and the uncei-tainties regarding recovery 
from the depression, it was decided that before giving effect to 
Part III of the Act (ProviillCiial Autonomy), there should be an 
expert inquhy into the financial position of the provinces, the 
special assistance required by e^h, and the time and mode oi distri- 
buting the provincial share of the income-tax. In Januaiy 1936 
Sir Otto Niemeyer was appointed to conduct this inquii 7 ; after 
mating investigations in India, he made his report on 6 April 1936. 

Two principal objects were held in view by Sir Otto, namely ; 
(11 maintaining the financial stability and credit of the Govern- 
ment of India, and (2) starting the provinces on their autonomous 
careers on ‘ an even keel He realized at the outset that the 
central revenues were not so expansive as was often assumed, and 
that the central expenditiue could not be expected to fall sub- 
stantially. It was therefore not possible for the centi-al Govern- 
ment to make large subventions to the provinces; nor were such 
subveniions necessary for many of them. Certain provinces wore 
financially erabairassed, and it was uecessaiy to improve their 
position so as to give them a fair start when inaugurating provincial 
autonomy. The newly created provinces would obviously need 
help, but the poorer of the older provinces also deserved some 
consideration. 

After taking the financial difficulties into account, relief was 
found necessary for the following provinces to the extent stated : 
Bengal, Rs. 75 lakhs; Bihar, Rs. 25 lakhs; Central Provinces, 
Es. 36 lakhs; Assam, Es. 46 lakhs; the North-West Frontier Pro- 
vince, Es. 310 lakhs; Orissa, Es. 50 lakhs; Sind, Es. 305 lakhs; 
the United Provinces, Re. 25 lakhs^ (for five years) thus making 
a total of Es. 4*60 crores. In addition certain non-recurring grants 
amounting to Es. 24 lakhs (Orissa, Es. 19 lakhs, Sind, Es. 6 lakhs) 
were also considered necessary. Some of these provinces had 
already received subventions to a total of Es. 2‘58 crores in the 

* keliet to the United Ptovinces is due to immediate difficulties and. 'will be 
iSimtnirftty, 



417 


WAUGURATION of FBOVINCUL AUTONOMY 

budget for 1936-7 (North-West Frontier Province, Ea. l-OO crore, 
Orissa, Es. 50 lakhs, Sind, Es. 1‘08 crores). Further provision had 
therefore to be made to the extent of Ea. 1-92 crores for recurring 
grants. In view of the expected loss of about Ea. 2-6 crores due 
to the separation of Burma, the new burden is a heavy one for 
the central Government, but an expansion of the central revenues 
maj be expected to make up for this. Further a reserve fund 
of Es. 2 crores was constituted from the estimated surplus of 
1936-6. Thus it was considered that the establishment of Pro- 
vincial Autonomy would involve the maintenance of at least tlie 
present tax-burdens, unless economic conditions improved more 
rapidly than hitherto. 

Sir Otto recommended that assistance should be given to the 
provinces in three ways ; 

1. Cancellation of debt. The net debt^ incurred prior to 
J936 by Bengal, Bihar. Assam, the North-West Frontier Province 
and Orissa and in the case of the’ Central Provinces all pra-1936 
deficit debt plus approximately Esr 2 crores’ of pre-1921 debt was 
to be cancelled. 

2. Distribution of a further 12.^ per cent, of the export tax 
on jute to tho jute-growing provinces, thus raising the provincial 
share to 62^ per cent, of the estimated gross yield of the duty. 
On the yield in 1936-7 (Es. 3,80 lakhs), the increase in the share 
of the jute-growing provinces will be as follows : Bengal, Es. 42 
lakhs,' Bihar, Es. 2| lakhs; Assam, Es. 2J lakhs; Orissa, rather 
over Es. J lakh. Sir Otto, however, did not admit that the jute- 
producing provinces had any special claim to the proceeds of this 
duty. He justified his recommendation not by any such inherent 
right of those provinces, but only on the ground that they stood in 
need of financial assistance.^ 

3. Annual cash subventions to supplement the other two 
forms of aid : United Provinces (Es, 25 lakhs for 5 years only) , 
Assam (Ea. 30 lakhs) , Orissa (Es. 40 lakhs) , North-West Frontier 
Province (Es. 100 latts, subject to reconsideration after five years), 
and Sind (Es. 106 lakhs 1o be reduced by stages after ten years). 
Total : Es. 3 crores. 

‘ i.e. after setting off ceitain faelancee. 

* On the claimB of the jate-producing provinces. Sir Otto Hiemayer writes ; ' In 
my opinion, it is doubtful whether the argument that the incidence of this parti- 
cular duty falls wholly on the producer can he maintained, hlo concrete statistical 

S roof of this contention hns been produced, and even if such proof could he pro- 
uced for » specific date, it may ha doubted whether it would be valid in all the 
drcumsiances of a changing marbeb. Farther, even it the argument were com- 
pletely sustainable, it would not he conclusive on the question whether or not 
the commnuity as a whole in India was entitled to tap this source of reveune 
as it must in fact tap otlier sources of revenuo of unequal provenance among the 
difEhrent parts of India. No source of revenue, wliaiher customs, excise qi incomo- 
tax, can in fact in any country be derived equally from all parts of the country 
alike, rich and poor, iuduetrial and agricultuial. In so tar as a claim may be 
put forward on the ground that the taxable capacity of Bengal is limited, by the 
hUddenoS of this duty, that is a etoim not so much to this pttei^cular duty as to 
' fl^aneifd assistance g^srally,^ (Beport, pp. 6-10.) 
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No subventions were reconamended for Madras, Bombay and 
the Punjab, and no part of their debts was cancelled; but Madras 
got an annual relief of about Rs. 22 lakhs through the separation 
of the Oriya-speaking tracts. The annual relief to Bombay 
through the separation of Sind amounted to about Bs. 90 lakhs 
It is true that the budgetary position of these provinces, especially 
Madras, is strong in spite of the depression, but it must be remem- 
bered that m the case of Madras in particular it was by the 
practice of thrift, or even niggardliness, that the province was 
able to keep its budgets balanced. It is a legitimate cntici&m that 
by treating more generously the provinces that went on borrow- 
ing extravagantly without raising adequate revenue, the central 
G-overnmeiit have penalized thrift and encouraged extravagance. 

It is, however, essential to give every province a reasonable chance 
of making a real success of provincial autonomy, and so the dead 
wood inherited from the past has to be cut out. The thrifty pro- 
vinces may find some consolfilion in the hope that in future the 
fruits of their thrift will not be taken away from them. 

Such was the immediate belief which was to accompany 
provincial autonomy. It then remained to consider the ultimate 
relief intended to be given to the provincial finances by distribut- 
ing to the provinces a portion of the proceeds of the income-tax 
under Section 188 (1) of the Act. In view of the rigidity of the 
central expenditure, the decline of important sources of revenue 
like the railway contribution and the loss resulting from the 
separation of Burma, Sir Otto Niemeyer was unable to recommend 
anything more than 60 per cent, as the share of the income-tax 
to be distributed to the provinces. In order to arrive at the pro- 
vincial share of the net proceeds of the income-tax, various 
deductions have to be made from the gross revenues as follows ; 

Es. (crores) 

dross revenue (1936-7 estimate) ... . 16 ■ 7 

After deducting the cost of collection and Burma’s 
share ... ... .. . . 33-6 

After deducting the corporation tax and the tax col- 
lections in central areas (1-75 crores) about ... 12 
Provincial share about ... ... ... 6 

tinder Section 138 (2) (a) of the Act, it was necessary to 
prescribe the period during which a part of the provincial 50 per 
cent, share of the income-tax revenue was to be retained by the 
Federal Government and what that part should be. Sir Otto 
thought that tho Centre could be expected to consolidate its 
fihaactal position within a period of five years and thesrefore 
recommended that the prescribed period be five years. As for the 
part to be retained in each year, he found it diflSionlt to prescribe 
any i^ecific amount, seeing that economic conditions were in a i 
state of flux. It seemed to him preferable to base the amounttl*, 

! 
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to be withheld on the realization of certain concrete facta — i.e. 
on the extent to which the inoomc-tax revenue progresses and 
on the extent to which tho Bail ways are able lo achieve a 
surplus. He thought it was desiiable to give both the central 
Government and the provinces an interest in securing these results 
and a share in the improvements if and as soon as they were 
achieved. Thus the amount to be retained by the central Govern* 
ment in a year during the prescribed period of five years should 
be the whole of the provincial .shai'e or the sum required to bring 
the proceeds of the 50 per cent, share of tho Centre together with 
the revenue from the Railways up to 13 crores, whichever was 
less. 

Under Section 138 (2) (b), during a second prescribed period 
the Centre shall relinquish to the provinces by equal steps as 
much of the provincial share as it retains in the last year of the 
first period. Sir Otto found it hazardous to look so far into the 
future, but he thought it should prove safe to prescribe five years 
as the second prescribed period. Thus within ten years of the 
commencement of Provincial Autonomy, the provinces will come 
to enjoy their full share of the income-tax revenue. However, he 
thought it necessary to add a word of warning to dissuade the 
provinces from mortgaging in advance their prospective additional 
resources. 

Finally, it had to be decided in what manner the provincial 
share of the income-tax revenue should be distributed. The two 
chief bases of division proposed were population and residence. 
Each province favoured the basis that would maximize its own 
dividend. Sir Otto thought that substantial justice would be done 
by fixing the scale of distribution. 

The scale of distribution has been fixed with reference partly 
to the residence of assessees and partly to population, ‘ paying to 
neither factor a rigidly pedantic deference for which the actual 
data provide insufficient justification ’ . On this basis the percent- 
age quotas of the various £>rovmces were fixed as follows : Madras, 
15j Bombay, 20; Bengal, 20; United Provinces, 15; Punjab, 8; 
Bihar, 10; Central Provinces, 6; Assam, 2; North-West IVontier 
Province, 1; Orissa, 2; and Sind, 2. 

These recommendations were accepted by the British Govern- 
ment, and an Order in Council was accordingly issued on 3 July 
1936 (see Appendix B). In the case of Sind and Orissa, certain 
additions were made to the grants proposed for them. 


§2. The Financial Settlement with the Provinces 

On 1 A;pril 1937, Provincial Autonomy was inaugurated in the 
elaven provinces of British India. Effect was given to Part in 
^ of the Government of India Act, which relates to the provinces. 
The government 6f these provinces thus passed to ministers 
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reaponaible to popularly elected legislatures. Not ouly law and order 
but the finances of the provmcea thus came under the provincial 
Legislatures. That control is almost complete and the few restric- 
tions which still remain in regard to borrowing and certain non- 
votable items (chiefly the salaries and allowances of Governors, 
debt charges, salaries and allowances of the Ministers, High Court 
Judges, and the Advocate-General, and expenditure on the admini- 
stration of ‘excluded areas’) do not materially weaken the financial 
authority of the provincial Legislatures. The responsibility for the 
finances of the province has been completely transferred to popu- 
larly elected representatives of the people. 

The pimcipal changes that took place m the financial position 
of the provinces on the inauguration of Provincial Autonomy were ; 
(1) consolidation of provincial debt, and (2) decentralization of 
provincial balances. Beference has already been made (ch. xxvi) 
to the Provincial Loans Pund from which, after 1925, advances 
ware made to the provinces by the central Government. This 
Pund was financed from public loans, and interest charges to the 
provinces varied according to the rates that the Centre had to pay 
Even before the Act of 1935, the system disclosed serious defects 
and with the adoption of Piovincial Autonomy the whole proce- 
dure became inappropriate. On 3J March 1937, the Provincial 
Loans Pund was wound up and all provincial debts to the 
Government of India (except those cancelled) were consolidated 
on the terms set forth in the Niemeyer Eeport. That is to say, 
the pre-Autonomy debt of each province was consolidated into a 
single debt carrying a uniform rate of interest. In order that 
repayment should not impose too heavy a burden on the provincial 
budgets, the period of repayment was fixed at 45 years. Certain 
exceptions, however, were found necessary in regard to the Lloyd 
Barrage debt, some loans advanced to the Bombay Government 
and Ba. 10 crores of prc-1921 debt due from the Punjab.^ 

At the same time, the balances held by the Govermnent of 
India on account of the various provinces were also transferred 
to them. The central Government had been keeping not only 
the cash balances of the provinces, but their Pamine Funds, 
Depreciation Funds, and unspent amounts of the Eoad and Bnral 
Development Funds and other resources assigned to the provinces 
in the past in advance of requirements. There were also various 
other deposits (such as interest-bearing State Provident Pund 
deposits, interest-free balances of municipal and other local autho- 
rities, departmental and judicial deposits, etc.) which were of an 
intrinsically local nature. These, together with the liabilities 
attached to them, were transferred to the provinces concerned. 
These transfers were effected partly in the form of cash and paitly 
as a reduction of debt. From April 1937, every province twist 


* spaidi by tbs Suasnce MatHbet, 37 J^brSaiy 
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maintain a minimum balance with the Eeserve Bank and must 
also have cash in its treasuries. The decentralized balances were 
first utilized for these essentia] purposes. What remained was 
used to write oil part of the debt due from the provinces to the 
Government of India. Sir Otto conaideied that this adjustment 
would mean a budgetary benefit to the provinces 

The practical results of the decentralization of balances and 
consolidation of debt may be made clearer by taking the case of 
one province. Before 1 April 1921, the Government of Madias 
had incurred capital expenditure to the extent of Es 8,76 lakhs 
for the construction chiefly of productive and protective imgation 
works. Out of this amount, Rs. 47 lakhs was debited to the 
Government of Orissa when that Government was constituted on 
1 April 1936. The balance on 31 March 1937 was Es 8,28 lakhs. 
Loans had also been advanced to local authorities and cultivators 
in the province from moneys advanced by the central Government, 
but these were repaid before 3937. Between 1921-2 and 1936-7, 
about Bs. 18,63 lakhs was bon owed for the Oauvery-Mettur 
Project and other objects, and of this Es. 7,00 lakhs remained 
unpaid on 31 March 1937. The amount borrowed for the Gauvery- 
Meltur Project was to be repaid in seventy annual mstalmenta 
(1936-2005), and the amount boiTowed for other objects was to be 
repaid in fifteen annual instalments. Thus the debt position of 
Madras on 31 March 1937 was as follows ; 



Hebt doe 
wider the old 
arrangements 

Annual payment 
towards interest 

1 and principal 
m 1987-8 

1 ?Je-1931 debt .. 


8,9819 

28-12 (interest 
in perpetuity) 

9 Post.1931 debt. 




Cawfaty-Metlur Pioject . 

6,10-90 



Other debt ... 

89-37 

7,00-27 

69-66 



Total . 


16,28 46 

87 67 


The average rale of interest was 3'S9 por cent, on the pre-1921 
debt, 4*81 per cent, on the post-1921 debt and 4*04 per cent, on 
the whole debt- 

On 81 March 1937, the deposit balances to the credit of Madras 
(not inoluding the general cadi balance which was transferred in 
the form of cash) amounted to Rs. 7,71 lakhs. These Wlances 
W^ife not handed over to the Madras Government but were adjusted 
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in reduction of the pre"192i debt of Es. 8,28 lakhs, Icavinj^ only 
Bs. 66*44 lakhs still outstanding on that account. Thus the total 
debt of Madras was reduced to Bs. 7,66 lakhs. The average rate 
of interest on this debt was 4*71 per cent. The Government of 
T-ndia. consolidated the amount into a single debt repayable over 
a period of 46 years, with interest at 4*50 per cent. Madras will 
have the option of redeeming between 1 April 1945 and 15 October 
1946, any part not exceeding one-half of the principal of this 
consolidated debt then outatandmg. The whole of it may be 
redeemed between 1 Apiil 1960 and 15 September 1961. The 
annual equated payment towards the interest and principal of this 
consolidated debt is Ba. 39*29 lakhs, payable in half-yearly instal- 
ments (15 September and 15 March). 

The interest payments on account of deposit liabilities (rans- 
ferred (see above) amount annually to Es. 16*43 lakhs 

Thus, as a result of the consolidation of debt and decentraliza- 
tion of balances, the total debt charges for Madras in 1937-8 in 
respect of debt incurred before 1 April 1937 were Es. 63*37 lakhs, 
when they would otherwise have been Es. 87*67 lakhs. The 
annual benefit to the budget from these arrangements will, how- 
ever, gradually diminish till it reaches a very small sum, which 
will be completely oflset by the new expenditure for interest on 
floating debt, together with the loss of interest on about Bs. 60 
lakhs required to furnish the working cash balances in the 
treasuries of the Province and the minimum balance to be main- 
tained with the Eeserve Bank. 

Autonomy has brought new responsibilities. Till 1 April 1937, 
the Government of India held all the cash balances in the Public 
Account for British India, and were responsible for ‘ways and 
means ’ in the course of the year; that is, for arranging that 
the cash balances should be snfiScient every day to meet all 
authorized payments and still leave the minimum balance in the 
Eeserve Bank and necessary working balances in the treasuries. 
The provincial Governments operated on this common body of 
cash and were free to overdraw vrithout restriction in the course 
of the year, provided that there was no overdraft on the last 
day of the financial year. Now that the cash balances have been 
separated, the provinces have to keep their own balances with the 
Eeserve Bank and in the treasuries. Bach of them has entered 
into an agreement with the Eeserve Bank, prescribing the mini- 
mum balance to be maintained. Por instance, Madras has to 
maintain Es. 40 lakhs with the Eeserve Bank and about Es. 15 
lakhs in the provincial treasuries, and on this no interest will be 
obtained. The provinces now own tlie cash in the provincial 
treasuries* and must watch their daily credit balance v(rith the 
Eeserve Bank. This involves making reasonably accurate fore- 
casts of receipts and outgoings from day to day, A temporary 
need for addition^ resources will be met either by taking ways* 
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and means advances from the Resenre Bank up to a prescribed 
maximum or selling m the open market treasury bills repayable 
after a period not exceeding twelve months.^ The Governments 
of Madras, the United Provinces, the Punjab, the Central Pro- 
vinces and Assam have already sold treasur}' bills 


i}3 Fmancmy ot the New ConstilnUon 

The intruduction of the now Constitution entailed vaiioiib addi- 
tional ohaiges on and losses to tlie Government of India, due partly 
to provincial autonomy and partly to the scpai'alion of Burma. 
The latter may be taken first. 

The general effect of the separation of Burma ivas a net 
loss under customs revenue, central excises, income-tax and salt, 
estimated at Es. 3,25 lakhs lor 1937-8, and a net reduction of 
expenditure estimated at Es. 92 lakhs, thus involving a net 
loss to the central Government of Es. 2,33 laHis. On the 
revenue side, the estimated loss came to Es. 6,61 laklis, but it was 
partly made up by the annual payment to be made by Burma, 
under the Amery Awai’d, namely : (1) the annuity estimated at 
Es. 2,29 lakhs payable by Burma for the next 45 yeais in respect 
of the debt and other liabilities transferred to it, and (21 Es. 94 
lakhs in respect of Burma’s liability in respect of pensions in 
course of payment on 31 March 1937. This lattar was the first 
of a series of annual payments which will diminish gradually 
to zero over a period of 20 years. The annual pajment under 
these two items was e.stimated at Es. 3,23 lakhs, but the 
actual amount came to only Es. 3,05 lakhs, and thus the net 
loss on account of the separation of Burma increased to Es. 2,51 
laHis.® 

The separation of Burma has also led to other adverse results. 
Burma has long enjoyed a favourable balance of trade with the 
rest of the world and this helped to swell the favourable balance 
of India before the separation. An analysis of the trade balances 
for the ten years before separation shows that Burma contributed 
annually about Es. 30 crores on an average to India’s favourable 
balance. In the years 1932-3, 1984-6 and 3935-6, the favourable 
balance was reduced to small figures, and, if Burma is excluded, 
India’s balance was unfavourable to the extent of Es. 22*6 crores, 
Es. 8‘i crores and Es. 3'2 crores respectively. A reduction in 
the favom’able balance of trade is bound to affect the exchange 
position adversely, but so long as the Eeserve Bank of India con- 
trols the currency and credit of both oounlries, Burma’s favourable 
balance of trade will help to support the exchange value of the 

’• SumraaTy of the ecconnt given in the Budget MemoiandniD of the Hedcee 
(Jovemmeut, 1988-9, pp, 98-31. 

*®mBnce Members Budget Speech (1987), p. 6; (1988), p, 2) iPlnroice 
Seorptary's Ijremorttndum (1937), pp. 76-7. 
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Indian currency. In the long run, however, Burma may make 
independent arrangements and India will then have to rely solely 
on her own trade balance for maintaining exchange and managing 
remittance transactions. 

The inauguration of Provincial Autonomy involved additional 
liabilities for the central Government in many ways. Previous to 
1937, half the jute export duty was paid to the provinces export- 
ing jute, and subventions were given to deficit provinces. Under 
the Order m Council of 3 July 1936, additional payments are 
mado from the proceeds of the juLe export duty, subventions 
to the deficit provinces hove increased, and in addition part of the 
debts owed liy the provinces has been cancelled (as explained 
already). Further, the interest charges due to the central 
Government have been reduced by Rs. 90 lakhs. The total 
of the additional charges was estimated at Rs. 1,85 lakhs, 
but the actual amount for 1937-8 came to Rs. 1,98 lakhs. 
These additional charges together with the separation of Burma 
entailed a loss to the central Government of Rs. 4,49 lakhs in 
1937-8. 

Undei’ the Niemeyer Award, the provincial share of the net 
divisible revenue under Income-tax (other than corporation tax) 
during the first five years after the introduction of Provinoial 
Autonomy was made to depend largely on the Railways obtaining 
a surplus. As they saw no immediate possibility of this, the pro- 
vinces despaired of obtaining any portion of the income-tax revenue 
for some years. However, the position of the Railways improved 
earlier than was anticipated. In the year 1937-8. the net surplus 
of the railway revenues amounted to about Rs. 2,83 lakhs. After 
deducting from the income-tax revenue of Rs. 13,50 lakhs the 
amounts attributable to the coUeotious in central areas, the tax 
on salaries paid from central revenues and the cost of collection, 
there remained Rs. 11,55 lakhs. To this was added the amount 
of the railway surplus and from the combined total was deducted 
Rs. 13 crores, and thus the amount distributable to the provinces 
was estimated at Rs. 1,38 lakhs This was distributed among the 
pioviaces in the proportions already prescribed. 

The heavy task of financing the new Constitution during a 
very trying period fell on the shoulders of Sir James Grigg. He 
held before himself two principal aims : starting the new provinoial 
Governments on an even keel and providing money for rural deve- 
lopment. It must be said to his credit that he has achieved 
considerable success in regard to both these aims. By a careful 
husbandiing of resources, he was able to make substantial grants 
to the backward provinces and to remit a large portion of the 
debt due to the central Government from the needy provinces. 
He also made considerable grants to the provinces for rural deve- 

S ent. All this he did in a period of un.e;xampled economic 
ixlty and financial strain^ 
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§4. Provincial Autonomy m Operation 

Provincial Autonomy ha? been in operation for the last two 
years. The autonomous provincial Governments have already 
presented three budgets and, although it is too early to make 
more than a preliminary estimate of the results of Provincial 
Autonomy, a geneial account may be given here of the financial 
measures carried out by them so far (till April ]930). 

The now provincial Governments have sliowm great activity 
during the first two years of their tenure Economic amelioration 
has been their chief preoccupation, and this was particularly 
marked in the proidnces where the Congi’css party came into 
power. Debt and dunk were the two principal evils that they 
immediately proceeded to tackle. Measures for the mitigation of 
raral debt had already been initiated in most provinces, and 
positive measures of rural improvement had also been initiated, 
especially m the United Provinces, Bengal and Bombay. With 
tho inauguration of Provincial Autonomy, measures of rural uplift 
received a great fillip. Hitherto, debt had been tackled chiefly by 
following the conciliation method which was first instituted by 
the Government of the Central Provinces. With stronger govern- 
ments in office in all the provinces, it was found possible to apply 
more drastic remedies. Madras led the way with a bold scheme 
for the scaling down of agricultural debts and certain other pro- 
vinces followed suit. Not only are the new governments trying 
to eradicate crying evils; they are also endeavouring to promote 
the economic welfare of the masses by positive measures. Thus 
the Government of the United Provinces launched a comprehensive 
scheme of rural improvement involving the appointment of several 
hundreds of paid rural workers for an intamsive uplift campaign. 
A Eural Development Bill is also under contemplation in that 
province. Bombay has adopted a new scheme of rural develop- 
ment by which a paid rm’al worker will be appointed for a compact 
grouj' of villages to assist in the work of panchayats and co- 
operative societies, Madras has passed a comprehensive Public 
Health Act and is proceeding to place rural credit on a secure 
basis. In other provinces also, grants have been made for the 
supply of drinking water in the villages, for the improvement of 
public health and for the encouragement of cottage industries. 
Many of the provinces have instituted funds earmarked for certain 
speoifio purposes connected with rural improvement with a view 
to placing their ameliorative schemes on a firm basis, not subjeot 
to the vicissitudes to which financial policy is liable in this 
country. Among these efforts at planned expenditure are the rural 
water supply fund of Madras, the village development fund 
’ of Orissa, the special development fund of Bombay and the road 
fund of the United Provinces. Nor are the provinces under non- 
Congress ministries lagging behind. In the Punjab a rural 
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development fund has been instituted, the amount earmarked 
being Rs. 61 lakhs, and in Bengal, in spite of financial difficulties, 
expenditure on nation-building services has increased. 

In the campaign against drink, however, only the provinces 
under Congress Governments have taken drastic action. In nearly 
all of them a policy of prohibition has been adopted and in four 
of them it has made real headway. Madras was the first province 
to place a district containing million persons (Salem) under 
prohibition; Bihar, Bombay, the United Provinces and the Central 
Provinces followed suit. "While most of these provinces are push- 
ing on prohibition in rural areas, Bombay has introduced it in 
the towns, and that province is now proceeding to bring the 
populous city of Bombay under piohibition. 

The ameliorative schemes mentioned above did not involve 
very great expenditure, but prohibition is a costly venture, espe- 
cially in provinces like Madras and Bombay where the excise 
on drink and drugs contributes a large part of the provincial 
revenues. Thus while the provincial excise brought in only Bs. 
1*33 crores in 1935-6 in Bengal (population 50 millions), it conki- 
bnted Bs. 3*33 crores in Bombay (population 20 millions), Bs. 4 
crores in Madi-as (population 46 millions), and Rs. 3 crore in Bihar 
(population 32 millions). It forms roughly 11 per cent, of the total 
provincial revenue in Bengal, 30 per cent, in Bombay, 26 per 
cent, in Madras and 80 per cent, in Biliai*. Madras has already 
relinquished a revenue of about Rs. 60 lakhs; Bombay gave up 
only Bs. SO lakhs in the first year, but is now proceeding to 
abandon a further Bs. 150 lakhs, leaving only Es. 140 lakhs of 
provincial excise revenue. Thus prohibition has made serious 
inroads into the public revenues of these provinces. But the loss 
of revenue is not the only burden on the budget arising from the 
prohibition policy. In many areas much money will have to be 
.spent on additional police. It may be that the elimination of the 
use of alcoholic diinks w'ill eventually lead to an increase of econo- 
mic welfare and therefore of taxable capacity, which the provinces 
will ultimately be able to tap, but this will take a fairly long time. 
The immediate result is a largo loss of revenue and the prohibition 
policy therefore amounts to a ' self-denying ordinance * , 

Nor is this all. Land revenue, which has so far been the 
mainstay of the provincial fisc, is a highly inelastic source of 
revenue and land cannot be expected to shoulder any more 
bturdens. On the other hand, there is a general expectation that 
the revenue burden, at least on the smaller landholders, will he 
reduced. Tlie first act of the new governments in most provinces 
was to give land revenue remissions; in Assam 33| per cent, of 
the old demand was remitted, and in Madras a remission of 
E«. 76 lakhs was granted. In Bombay the remissions were 
given only to the smaller landholders, and this is as it should be. 
lunfi revenue wll] nlot be a-hle to bear any added bnrfions 
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for the provincial governments; on Ihe other hand, the revenue 
under this item may even fall. 

In these circumstances, the provinces found it necessaiy to 
look for aid in other directions. They first turned to retrench- 
ment. There is perhaps some scope for further economy in pro- 
vincial expenditure; but it would require a thorough reorganization 
and rationalization of the administrative system. They found this 
difficult, and therefore they tiu’ned to a cut in salaries. There 
again, they found themselves unable to modify the salarioi and 
allowances of the superior services. All that they could do 
was to cut down the salaries of the provincial and subordinate 
services under their control. Some provinces are trying to get 
over this difficulty by imposing an employment tax. In other pro- 
vinces, the salaiy cut is still under contemplation. A graded cut 
in the salaries of the provincial services was proposed in Madras, 
but eventually it was restricted to a cut m the salaries of new 
entrants and of persons promoted to posts carrying salaries above 
Es. 100 a month, and the resulting savings will accrue only 
gradually. 

As the scope for retrenchment was limited, most provincial 
Governments found it necessary to resort to fresh taxation. 
Various taxes have been considered. Succession duties on land 
and taxation of agricultural incomes are now provincial subjects, 
but most provinces seem to fight shy of them. Bombay, Bihar 
and Assam are, however, proposing to tax agricultural incomes. 
The United Provinces Government intends to levy an employ- 
ment tax, Bombay a property tax (confined to Bombay City), and 
Bengal a profession tax. In some provinces taxes on entertain- 
ments, marriages and crossword jmzzles are under contemplation, 
but these are minor items. The most important source proposed 
is the sales tax which has assumed many forms. In Bombay a 
sales tax on tobacco sold in lu-ban areas and on cigai’etles had 
already been levied; a sales tax on cloth is now proposed. Madras 
is proceeding to levy a sales tax and a licence duty on tobacco. 
Even before the dawn of autonomy, Bengal had levied a tax on 
the sale of electricity, and a similar tax has since been levied 
in Bombay, Sind and Madras. The Central Provinces and 
Madras, followed by other provinces, have imposed a sales tax on 
petrol and lubricating oils. Madras has also decided to levy a 
general sales tax (or turn-over tax). 

This brought about a clash between the central Government 
and the provinces. It is true that taxes on the sale of goods form 
one of the sources of revenue allotted to the provincial govern- 
ments under the Government of India Act, 1936, but sales taxes 
tap nearly the same source as excise, whicdi is a central head 
of revenue. When the Central Provinces passed the Sale of 
Motor ' Spirits and Lubricants Taxation Act, 1988, the Central 
G«jveirijm,ent made a reference to the Federal Court under 
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Section 213 of the Government of India Act as to the legality of 
this legislation. The central Government coni ended that a 
sales tax on goods produced in India, at whatever stage it 
might be levied, came within the scope of item 45 of the Federal 
Legislative List (excises) and that the provincial legislature could 
not invoke its power under item 48 of the Provincial Legislative 
List (taxes on the sale of goods). The Government of the Central 
Provinces contended that, by force of Section 100 of tho Act, 
item 45 of the Federal Legislative List must yield place to 
item 48 of the Provincial List. Six other provincial Governments, 
which were then contemplating the introduction of similar taxes, 
supported the ease of the Central Provinces Government. It was 
argued on behalf of the provinces that an excise is a tax levied 
immediately on production and at any stage up to the time of 
the first sale but not thereafter. The Government of India, how- 
ever, contended that an excise could be levied at any stage 
including the final sale before consumption, and that the provin- 
cial tax in question was an invasion of item 45 of the Central 
List In their judgment, the Federal Court unanimously held 
that the Act of the Central Provinces Legislature imposing a 
sales tax on petrol and lubricating oils was not ultra vires. 
Whether this is a final settlement of the matter is not certain, 
but moat provinces have proceeded to levy sales taxes in one 
form or another. It is feared that the employment tax proposed 
in the United Provinces will also create similar difficulties, as it 
involves not only the question of concurrent taxation but also the 
special responsibilities of Governors. 

The judgment of the Federal Court has created various 
misgivings. It has established a concurrent power in the 
sphere of internal indirect taxation. No doubt, the Chief Justice 
of the Federal Court has emphasized the need for mutual 
forbearance in this matter, and this on two important grounds. 
He feared that the simultaneous exercise of the Centro's right to 
levy excises and the provinces’ right to levy sales taxes might 
raise the price of the article taxed to a height at which consump- 
tion would be seriously curtailed, He also reminded the provinces 
that, in the absence of mutual forbearance, the ability of the Centre 
to continue devolutions, and to make new devolutions, to them 
under Section 140 of the Act would be jeopardised, As has 
already been shown, it is essential in the best iulevesls of India 
that the central Goveniment should have adequate revenues. As 
time advances and India’s political status rises, the central Govern- 
ment’s need for resources will naturally increase. Not only the 
giwing complexities of defence but also the equally pressing need, 
for co-ordinating the nation-Wlding services will add to the 
financial burden of the Centre, especiaUy when the Federation 
'Comes into being. 
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INDIA’S FINANCIAL SYSTEM : EETEOSPECT AND 
PEOSPECT 

With the inauguration of Provincial Autonomy m 1937, India 
entered on a new career. This brought to a successful termi- 
nation the development which had been going on since 1860. 
When India emerged from the Mutiny of 1857, the provinces 
were but the local administrations of a highly centralized govern- 
ment and they liad no separate finances of them own. This 
relationship between the central Government and the iirovinces 
was found to be unsatisfactoi’y to both, and step by step the 
financial status of the provinces was raised until, in 1919, the 
revenues of the provinces were separated from those of the central 
Government. But financial control was still vested in the 
Secretary of State. Part III of the Government of India Act of 
1935 provides for full Provincial Autonomy, and now that this 
part of the Act has been put into effect, the relation between the 
central Government and the provinces has become federal. The 
idea of an Indian Federation was conceived as early as 1867, but 
it was then premature.^ The federal system has gradually evolved 
and therefore it is a natural growth. This evolution has been 
briefly traced in this treatise. In this concluding chapter, we will 
take a retrospective view of the Indian financial system and outline 
its prospects. 

§3. Some Important Features: Gonservattsm 

The predominant characteristic of the Indian financial system 
is its conservatism. Certain general principles of taxatiop were 
adopted by the East India Company, following Mughal tradition 
as modified by British principles, and the groundwork thus laid 
has been maintained intact tiU. recent times, in spite of the great 
changes in the economic circumstances of the country, ‘ India is 
no place for sensational or empirical finance’, said Massey in 
1868. The same opinion was shared by nearly ah the great 
statesmen who built up the British administrative system in India 
in the nineteenth century. The idea of imposing an income-tax 
was disapproved for a long time, and bitter controversies raged 
over it. There was a similar attitude to death duties and other 
direct taxes, which might not fit in well with the eooial usages 
of the countey. No doubt this was partly due to the influtoce of 
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the Britieh tradition of conservative finance, but the position of 
the rulers as outsiders also served as a powerful incentive to con- 
servatiem. This explains the Government’s extremo reluctance to 
venture on new experiments in raising revenue. Taxation was 
kept down to the bare minimum required for external defence and 
internal order. The land revenue was long the mainstay of 
Indian finance and it is significant that the machinery for land 
revenue collection has also been the agency for preserving law and 
order in the land. 

One result of this conservatism has been the comparatively low 
tax-burden on the people. It is customary to show this by com- 
paring the revenue per head of population in different countries, 
but this is misleading as it does not take into account the income 
from which it is paid. To weigh tax-burdens is extremely diffi- 
cult. A comparison of the total tax-revenue with national 
income may be more indicative of the burden of taxation, but 
we have no very accurate estimates of national income and it is 
even doubtful if any such estimate can be made for a country like 
India. Further, international comparisons of financial statistics 
are often misleading, as budget heads vary from country to coun- 
try and even the budget year is not uniform for all countries. 
It is, however, possible to make a rough comparison of the financial 
positions of different countries. The following table showing 
what proportion the Government revenue bears to the national 
income in different countries may be helpful : 


National Income and Revenue Burden in a few leading countries 

( 1988 - 4 ) 
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A comparison of the tax-revenue with the national income may 
give a better indication of the tax-burden than the usual per capita 
estimates, but even this fails to give any clear idea about the real 
burden borne by the different sections of the people. For a proper 

‘ AecMdiiig to Census, mostly ol 1081. 
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estimate of the burden of taxation, we have to take into account 
the taxes borne by difCereut classes or economic gioups of the 
country; it is possible that, wliile the burden per head may be 
low as compared to the income per head, the burden borne by 
certain groups may be high and that of others may be low. In 
other words, the incidence of taxation may be unequally distri- 
buted as between the various economic groups, and in so vast a 
country as India such inequalities are difficult to demonstrate. 

In order that we may estimate the burden of taxation on 
different economic groups, we need accurate statistics of the 
income, consumption standards and general economic conditions 
of the various classes of people. Such statistics are not avail- 
able in India. Pamily budgets of urban working classes have been 
collected in various parts of the country, but they have not been 
made up on a uniform plan; and the accuracy of the budgets 
cannot be said to be of a very high order. There is a real need 
for an inqnny into the incidence of taxation in India, and it 
must be done with great care. 

In 1926, the Indian Taxation Enquiry Committee gave some 
attention to the question of incidence and arrived at certain 
general conclusions with reference to the following four classes : 

A. Labouring Glasses. — (1) Urban labourers including the 
lower grades of mhan artisans. (2) Landless agricultural labourers 
and the lower grades of village artisans. 

B. Landholders. — (3) Tho small landholder whether ryot or 
tenant. (4) Peasant proprietors with substantial holdings, gene- 
rally in ryotwari areas. (6) Lai'ge landholders, generally in 
zamindari areas. 

C. Businessmen. — (6) Petty traders in villages or towns. 

(7) Larger traders, generally in towns, subject to the income-tax. 

(8) Big merchants. 

D. Professional Glasses. — (9) The clerical group, i.e. the 
subordinate ranks of Government services and the lower ranges of 
professional men not subject to the income-tax. (10) Upper pro- 
fessional classes. 

It was estimated that the uihan labourers contributed Es. 8-7-7 
per head to the public revenues, of which Bs. 2-13-4 went to 
the central and provincial Governments and Es. 6-10-3 to local 
bodies. The contribution to the former was estimated as follows : 
salt 8 as. 6 ps., customs duties on consumption goods 7 as. 6 ps., 
customs duties on production goods 2 as. 9 ps., excise duty on 
kerosene oil 6 ps., excise duty on cotton goods 1 anna 2 ps,, 
and excise duty on intoxicants Ee. 1-14. The correspontog 
burden on the landless agricultural labourers was estimated at 
Be*. 1-10-11, of which 9 as. 9 ps. went into liquor excise and 
7 as. 6 ps. into customs duties on consumption goods. It was 
pot found possible to make similar estimates in regard to the other 
glasses of people mentioned above. 
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In the Committee’s opinion, rural labourers bore a lighter tax- 
burden than urban labourers. The small-holder was in a rather 
unenviable condition although not entirely due to taxation, 
but the peasant proprietor with an economic holding was not so 
badly off. The large landholders were even better off. Some 
of the landed gentry were indeed in adverse circumstances, but 
that was not due to the burden of taxation. The small trading 
classes both in the town and m the countryside had only a com- 
paratively light tax burden to bear. The urban traders were 
liable to municipal profession tax, but there was no similar burden 
on village traders. The big merchants had to pay income-tax, but 
the burden of that lax was not so heavy as was being borne by 
their compeers in other countries. The lower professional classes 
had been hit by a rise in the cost of living after the War, but 
the higher professional classe^i were in about the same position 
as the big merchants.^ 

Since 1926 various changes have taken place in the tax-burdens 
on the different classes. The excise on cotton piecegooda has 
been abolished. The rates of the import duties have increased 
and the income-tax rates have gone up. Terhaps the price slump 
of 1930-3 was the most potent influence. On the one hand, the 
Wden of all fixed charges, e.g. land revenue, interest payments, 
and rents, has increased. The burden of provincial excises, court 
fees, registration charges, etc., has also increased. On the other 
hand, the prices of most consumption goods have fallen and to 
that extent the burdens of customs duties and excises have become 
lighter. It is true that the advantage of the fall in prices has 
not been fuUy reaped owing to the imposition of high protective 
duties on articles of common consumption like sugar, cotton piece- 
goods and iron goods, but even so there has been a substantial 
fall in the price of most consumption goods; thus the cost of living 
has fallen and the burden of commodity taxes has become lighter. 
But the incidence of the liquor excise still remains grossly regres- 
sive, and that of land revenue is unduly burdensome on certain 
classes. After the price slump of 1930, this burden became heavier. 
The trading classes in town and country are still let off with rather 
light tax-burdens, especially those not assessed to the income-tax; 
hut the smaller landholders (especially those who grow no com- 
meroial crops) are heavily burdened and the remissions recently 
made have not materially lightened that burden. It cannot be 
said, however, that India is a country of high taxation. The 
larger incomes in India, whether from land or from business, have 
BO far contributed a smaller proportion to the public fisc tbnp 
similar incomes elsewhere. As Sir Walter Layton points out, 
'There are still large accumulations of wealth on which the 
burdens of government rest very lightly and this is greatly due 

* fieparf <rf tft» ZwKsii Tcmtim Bhgairp Conpnftt**, ij), aAO-eU, 



INDIV’S IIK\NCIVL StSTEM . Rl.TROSPECT AND PROSPECT 433 

to th« conservative financial policj con^iistently tolloivcd liy the 
Government hitherto. 

Ono notewoitlij leatuie ot oni linaiicial system is that, while 
111 sevoial leadiny oountiies the revenue from direct taxes has 
boon incieasmg and that fioiii indirect taxes falling, India shows 
([iiite H difleient tiend In 1913 the leieiiue from indirect taxes 
iimounted to od per cent, ol tlie total revenue, but by 1929-30 
it liad risen to 64 per cent , while in the meantime, the levenue 
from direct taxes fell from 47 per cent, to 35'8 pei cent, A shift 
from direct to indirect taxation is generally regarded as increasing 
the burden on the pool, but this may not be quite as true of India, 
seeing tliat most of tlie imports which bring in our customs revenue 
arc not articles of common consumption. Furthei, in regard to 
man^ commodities, it is not clear what influence tariffs have on 
prices. The conclusions oi the Taxation Enquiry Committee 
quoted above aie ol doubtful validitj , at any rate today. On the 
other hand, even some of tlie duect taxes of India press heavily 
on the poor. The bulk of the reAenne from land — our principal 
direct tax— comes from small kudholders cultivating fragmented 
parcels of land, and the great inajoritA of the landholders do not 
possess an income assessable to incolne-tax That the burdens on 
the poorer sections of the comflfunity are comparatively heavy 
in India is bej-ond doubt, but it may be conceded that in a countrj’ 
where the great majority of people are extremely poor the bulk 
of the revenue must come from such people, whethex’ as direct or 
as indirect taxes. 


i)-i. The Low Burden oj Fiiblic Debt 

-Inother result ot hnancial conservatism lias been the reluctance 
to spend borrowed mone} Up to 1867 there was compai’atneh 
little borrowing except for the purpose of balanciug the budget in 
times of Avar, and eA'^en large public woiks of a highly leinunerative 
chaiaoter were financed from revenue. After J867, loans came 
to be raised annually for capital undertakings, hut so strict were the 
canons applied that only works of a highly remunerative character 
were deemed fit to be thus financed Borrowed funds have gener- 
ally been spent only on railways and irrigation AAorks which w'ere 
expected to yield a normal retmui on tlio capital invested, and 
other works have been financed from reA’emie. Thus the produc- 
tive debt has beau increasing, but it has imposed little burden on 
the tax-payer. The ordinary or unproductive debt gradually 
diminished as a result of various skilful measures, and it practicallj 
disappeared by 1916. Tlie AYai’ and the budget deficits in the 
years just after the War swelled the unproductive debt, but 
Blackett’s debt redemption scheme brought it under control. After 
the "War a luore liberal borrowing programme was adopted by the 
d'ovemnrent for railway development and the productive debt 
28 
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increased rather quickly. Tn spite of this the total public debt of 
India was only Es. 1,239 crores on 31 March 1985, which is hardly 
sis times the total annual revenue of India, central and provincial. 
Some of the Great Powers are bearing a much larger burden; iu 
the United Kingdom the public debt is about 9} times the revenue, 
and in Prance it is eight times. In reality the position of India 
is much more favourable than is indicated by these proportions: 
while the great bulk of the debt in other countries is un- 
productive, only about 20 per cent, of India’s public debt can be 
placed in that category. As much as 80 per cent, of the debt 
is covered by interest-yielding assets or is money lent to provinces 
or Indian states. Of the balance, which is about Es. 250 croros, 
a considerable part is covered by tangible assets like public build- 
ings and other properties. Hardly any other country in the world 
can claim such a favourable debt position, and this is the result 
of the Government’s perpetual caution. A comparison of the 
figures for India with those for some other countries will show 
what a great advantage India has in this respect. 


The Piihhc Debt of Different Countries^ 
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1931 

12,407-1 

5*8 

676-3 

92 

9-20 

mark). 







Ualv (Iiira). 

1936 

1 1,08,638 6 

3-9 

3,966 7 

20-5 

27-88 

Japan (Ten). 

I93t 

8,682-6 

11-8 

606-6 

23-4 

18-04 

Australia (it). 

1936 

1 1,335-8 

0-2 

44 9 

43-3 

188-08 

Canada (Dollar). 

1986 

; 3.4S1-9 

0-8 

140-3 

37-0 

68-05 

tT.5.8.B. (Bouble) 

1933 

1 13,935-9 

6-8 

1,702-] 

4-8 

8-20 

India (Hs.). 

1936 

1 12,098-0 

1 


Ino-I 

7-4 

3 32 


As will be clear from the above table, the interest charges 
on oiir public debt are lighter than in the case of most other 
countries. In fad, the income from the commercial depaartments 
and other interest-yielding assets is sufficient to pay the whole 
of the interest on our total public debt. The interest charges on 
ordinary debt increased during and after the War, but by 
careful management and by successful conversion operations, the 
charges have since been reduced, thanks to the sound policy pur- 

ttom the Statistical Tear Book of the I/eagaa of NaKons, 1986-7. 
{m agures for India are from the Statiaticsl Abstract for India, 19S6-) 
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sued in bhe last lew years by Sir George Schuster and Sir James 
(ij'jgg. It must have been rather hard to follow such an orthodox 
policy in a time of depression, but the results are most encourag- 
mg. The credit of India stands high and not only the Centre 
but the provinces are able to boiiw at low rates of interest. The 
piDviiices are now entitled to borrow on their own account; most 
provinces have used the right carefully, and have not piled up 
debt for unproductive purposes. 

§3. Imdeqiiate Expenditure on Social Services 

A third result of the Government's conservative financial policy 
ib the comparatively low level of expenditure on social services. 
Ti is true, as has been shown already in Chapter I, that the pro- 
portion of expenditure on the security sei vices has been diminish- 
ing uhilst that on social welfare has been increasing, but it cannot 
be said tliat the increase in the proportion spent on the latter has 
been so great as to adjust Ihe balance properly between the two 
classes of expenditure. The proportion of defence charges to total 
expenditure is still high m India as compared with most other 
countries and that of social welfare charges low. In the following 
table, an attempt is made, with the imperfect material at our 
disposal, to indicate the incidence of the expenditures on defence 
and on social welfare semces (including education), in various 
countries in the year 1938-4.* 

Expenditure on Defence and Social Services in Different 
Countries (7933-4) 


Counicy 

2® 

3 .« 

s 

"3 a 

1 S.S 
^ gs 

III 

d CM S 
o ® - 
a.rt3 0 

agS 

1 1 
111 
illi* 

lft( o g 

1 

Pvr head 

1 

£ 

S... 

^ s ga.sg 
s slIsS 

« a! 
S’ 1 

111, 

Per head 

1 

1 

United Kingdom 

778 

! 

107 

1 

13 8 

1 

Bb. as. pe. ^ 
30 13 81 

1 

901-8 

9B-0 

Bs. as. pB. 
57 16 10 

France (Franc). 

i 1 

1 49y863 

10,192 

30-4 

i 

36 2 1 1 

1 6,620 

13'3 

16 14 11 

Q-errasny (Kcichb- 

1 B,189 

749 

12-0 

7 S t 

1,872 

22-2 

18 9 7 

mark). 

Auetralia (A). 

! 64-7, 

23-6 

31-0 

■IS L 0 

11 -a 

1 

17-S 

32 8 6 

Canada (Dollar). 


I8-4 

8-0 

8 !) T 

49-7 

11-1 

18 3 2 

India (Bb.). 

a.osa 

m 

i 

31-5 

1 10 1 

1 


8'6 



Thus India spends a larger percentage of its revenue than 
most other countries on defence, although the burden per head 

' Comiiiled QbleQy from PuhUe Finance, 1938-37, (Xieasne of Nations) G-enevo 
41988. ' 
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is much lower here. On the other hand, the espendituie on social 
services in India is a smaller pei’ceutage of total expenditiu'e than 
in other countries, and the expenditiu’e per head on such services 
IS extremely small. Nor is this the whole picture; for, in many 
of the countries mentioned, large amounts are also spent by local 
bodies on social services. Especially in regard to education, local 
expenditure is a very important factor in most countries. This is 
not so in India : here local expenditure on social services forms only 
a small proportion of the total expenditure on those services. The 
brunt of the burden in India is borne by the central and the 
provincial Governments. 

It is not necessary to resort to any statistical comparisons to 
see that the expenditure in India on the social and economic 
services — education, public health, agriculture, poor relief etc. — is 
altogether inadequate. The appalling facts of illiteracy and ill- 
health stare one in the face wherever one may turn. After nearly 
a century of state elEort in education, only about 74 per cent, of 
the population are literate. The death-rate is 25 per thousand, 
and the average expectation of life at birth is 26 years. In hardly 
any other country is infantile mortality so terribly high as in 
India, 187 per thousand births. The toll of plague, cholera and 
small-pox is still heavy, and housing conditions in villages as well 
as towns ai’e really shocking. A large number of people in the 
country ai’e still far below the poverty line and have not the 
wherewithal for a bore subsistence. According to Sir ‘John 
Megaw, formerly Public Health Commissioner with the Govern- 
ment of India, ‘ taking India as a whole the dispensary doctors 
regard 89 per cent, of the people as being well nourished, 41 per 
cent, poorly nourished and 20 per cent, very badly nourished 
The condition of town labonvers is not much better than that of 
rural labourers. A large proportion of them are under-nourished 
and badly housed. State action has so far touched only the bare 
fringe of social welfare. 


§4. yeed for a New Economio Policy 

It cannot be denied that the main emphasis of the Indian 
financial system has hitherto been on the provision of funds for 
external defence and internal security. It is true that, largely 
from a desire to avert the horrors of famine and partly under the 
influence of new economic ideas, irrigation works have been 
carried out, roads and bridges have been constructed, and improve- 
ments in agricultural methods have been attempted and efforts 
have been made to increase litemioy and improve public healtli; 
certainly, these efforts have gathered momentum since 1920. But 
piogi-ess has been fur too slow and the results have hot been 
very satisfactory so far. No doubt, the Government’s efforts have 
greatly benefited the urban population, especially business men 
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and professional classes, but the agricultural population are still 
steeped in ignorance and poverty. 

The world economic crisis of 1930 gave a I'ude shock to the 
laisseg-faire policy of the Government, and both the Centre and the 
provinces became keenly interested in countei’acting the effects of 
the depression. After the arrival of the Marquess of Linlithgow 
as Viceroy, these efforts have gained momentum. Sir James Grigg 
also took great interest in this matter, and the grants made by 
him for raral development wei'e timely. With the inauguration 
of "Provincial .\utonomy, economic uplift has become the prime 
concern of Goverumenls in India. As already shown, the pro- 
vincial Governments are giving a great deal of attention to the 
develojiraent services. The problem, however, is extremely com- 
plex and progress is bound to be slow. The following table gives 
statistics of the expenditure of the provincial Governments on the 
principal development services (education, medical and public 
health, agiicultura and veterinary, induBlrie,s, co-operation and 
scientific departments! in the years 1937-R (accounts) and 1939-40 
(budget). 


Expenditure on nation-buildmj services in the Provinces 
in W87-8 and (.9.99-40 



|l 

Expenditure 

1037-8 

o P 

i’sl 

P b 

Expenditure 
m 1939-40 
iBudget) 

® S 
<x>» a 
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goo, 
p. t 

Percentage 

mcrease 

decrease 

s i 

c o ta 

■4^ O ^ O 

8 

a -g 



millions 

(lahhs) 

% 

(lakhs) 



Es. 

Madras 


44 -li 

4,B2 

30-12 

4,67 

28-05 

-f8-3 

1,019 

Bombay 

«... 

X8-0 

2,64 

20-76 

8,29 

26-66 

+Si9-B 

1,828 

Bengal 

»»• 

60-1 

2,65 

22-37 

3,36 

22-94 

-h2C-4 

669 

United Piovinre*) 

48-4 

3,10 

25-72 

8,99 


-f-26-6 

824 

Pimiab 


aae 

3,09 

26-98 

3,14 

28-83 

-Hl-3 

1,468 

Central Proyincee 

16-6 

98 

20-44 

1,02 

21-18 

.f7-4 

658 

Bihar 


52-4 

1,81 

27-23 

1,10 

28-39 

-I-18-8 

460 

Orissa 


8-3 

42 

24-80 

47 

23-49 

+11-8 

666 

Assam 


8-6 

69 

24-99 

78 

24-49 

+6-8 

849 

Sind 

• •• 

3-9 

60 

14-21 

66 

14-64 

H-9-6 

1,410 

N.-W.P.P. 

4w» 

2-4 

36 

10-81 

40 

91-76 

-f-14-6 

1,667 


It is clear that the expansion of the nation-building services 
has not been phenomenal. It is possible that the rationalization 
of existing services may even curtail expenditure in the first 
instance. But a vigorous campaign for economic uplift is expected 
from the autonomous provincial Governments. The essential 
preliminary for such a campaign is the formulation of suitable 
plans. 

(This is not the place to elaborate an eebnomie jdan for India. 
In my view the main objective of economic policy in India must 
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be the vaismg of the staociard of living of the people, and Ibis can 
only be done by an effeclive campaign agaiiiHl ignorance, dirt, 
debt and disease, -which are the principal canaes of Infiia'a poverty. 
The common people in the country loday have only a niiaer- 
able existence, since they lack most of the amenities winch make 
life -worth living. Although a multiplication of wants is not the 
prime essential for a higher standard of living, an increase of mate- 
rial comforts is bound to follow an improvement in the quality of 
life. With the present standard of li-ving the demand for con- 
sumable commodities is extremely limited, and iliere are obviously 
rigid limits to industiial expansion in a counti'y which consumes 
only 16 yards of cloth and not more than 20 lb. of sugar per 
head per annum, "But with a rising standard of living, industi"^ 
will have great scope foi* development, employment of nil kinds 
will increase, the national income will expand, and the Govern- 
ment revenue will rise to a much higher level. Nor will the 
results be confined to India. Even a moderate rise in India’s 
standard of living would enable her to take a much larger share 
in international trade, and this would be a distinct contribution 
towards solving the economic jwoblems of Europe and America. 

A change for the better in India’s economic life has become 
essential, even for security. Hitherto the masses have been in 
a state of placid, pathetic contentment; but lately they have been 
awakening from their slumbers and are anxious for an improve- 
ment in their material conditions. If their aspirations arc met 
in time, India’s economic life can be improved, the Indian will 
become a more efficient worker and a better citizen, and this 
country will become a helpful partner m world economy. If these 
aspirations are neglected, undesirable consequences may follow. 
Economic unrest has too often led to political troubles. ' Great 
economic and social forces ’ -wrote Morley , ‘ flow with tidal sweep 
over communities only half conscious of that which is befalling 
them. Wise statesmen are tliose who foresee what time is thus 
bringing and try to shape institution.s and to mould men’s thought 
in accordance -with the change that is saliently surrounding them.’ 
Such opportunities do not come often in the history of nations. 
The well-knowm linos of Shakespeare are apposite : 

‘There is a tide in the affairs of men, 

Which, taken at the flood, lends on to fortune; 

Omitted, all the voyage of their life 
Is hound in shallows and in miseries. 

On such a full sea are we now afloat; 

And we must take the current when it serves, 

Or lose our ventures.* 

Similarly also in the affairs of nations. Henee the urgent need 
for devising a suitable economic policy and putting new life into 
the Government’s social and economic services. 
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Our whole lulministraLive activily must therefore he directed to 
llie central aim of raising the standard of living of the masses. 
Huherto the social utility services have heen mere ornaments on 
the administrative edifice; in future they must become the super- 
structure. This may involve an expansion of these services; in 
some cases, a reorganization may be sufficient to inorease the 
efficiencj and usefulness of their work, In many cases, the 
creation and stimulation of voluntary effort nonld be the proper 
step. It is certain that expeuditiue on the development services 
must greatly increase, at leas! for a time. The improvement of 
our agrieullure and marketing, the eleaning'U)> of onr villages, tlie 
eradication of malaria and other diseases and the regular supply 
of water both foi drinking and for eroph — all these call for more 
intense activi(\ on the part of fiovernmenl. The task is indeed 
a colossal one. 

At the same lime, we must guard against the Stale doing too 
much Stable social improvement can only come from the wort 
of voluntary agencies and the operation of a strong public opinion. 
All that the State must do is to remove hindrances to economic 
progress and to prevent the exploitation of the weak by the 
many powerful intermediaries that abound in the economic system 
of the country. In our present circumstances, benevolent Slate 
action is necessary and it must be strong and undaunted by the 
opposition of vested interesls. With the spread of education, the 
common people will become better able to look after their 
own interests, and the sphere of voluntary organizations will 
increase. 

The execution of a vigorous economic policy may involve 
additional expenditure, but a large part of this can be obtained 
by rationalizing the existing administrative machinery. The 
departmental system of British India has grown np in a haphazard 
manner. Time after time the various departments were reorgan- 
ized, especially during the prosperous years early in the century 
when heavy budget surpluses were common; and reorganization 
generally meant large additions to establishment. Thus the 
expenditure on police, judiciary and other geenrily services 
expanded greatly. The importance of law and order must not be 
under-estimated, btit there is no doubt that its cost in India is 
nudnly heaver. The system of jndioial administi’ation is based on 
exotic methods and pi’inciples, and some of the ablest administra- 
tors of the country have considered it imsuilable and wasteful. 
It has increased litigionsness, aggravated indebtedness and has 
contributed not a little to the decay of our village autonomy. A 
radical simplification of the legal and judicial system is urgently 
needed, and this will greatly reduce expenditure also. Even in 
tbe nation-building services, there is room for rationalization and 
although the work of these services must greatly expand, they 
cAn made to carry out more intensive work without a great 
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inoi’ease in coat. The clepai'liinentB of apriciillui'e , induatries, 
co-operation and labour iU’e all engaged in ilie economic uplift 
of the people and if their work is to be effective, they must function 
in intimate co-ordination, and perhaps this co-onli nation can be 
best secured by linking them up again with General Adminiatra- 
tion. Buob a reorganization should not only reduce cost but algo 
increase the efficiency of the agencies that are engaged in the 
work of economic uplift. 


iio. Raorfjnnigation of Iht Tax-syi>ieiii 

It is clear from the foregoing that the fiscal needs of the State 
in India are not likely to fall in the near future ; on the other 
hand, there is every indication that more revenue will be 
required to meet the coat of the ameliorative activities that the 
provincial Governments have recently launched. Therefore fresh 
taxes will have to be levied, and the old taxes mitsl he nourished 
so as to yield more revenue. But this [lolicy must be so applied 
as to rectify the inequalities in incidence of the existing taxes. 
The fresh taxes levied should he utilised partly for replacing old 
ones which are at present unduly burdensome to certain groups 
in the community. 

As has been explained above, the present tax-system of India 
contains many inequalities and inequities, Although the average 
tax-burden in India is not heavy, the brunt of it falls too heavily 
on certain classes, e.g. the amaUev landholders and labourers, and 
too lightly on others, e.g. the lai'ger landholder, s, business men and 
the urban middle classe.s generally. The following points arc 
noteworthy : (1) the comparatively heavj'^ burdens on land and 
light burdens on industry and business: (2) the high import duties 
which prevent a fall in the cost of living; (3) the inequalities of 
incidence on the different classes of landholders; and (4) the 
regressive nature of the pi’ovincial excises. Some reforms in these 
matters have lately been carried out or are under contemplation. 
The Income Tax Amendment Act (1939) has removed the prin- 
cipal defects of the Indian income-tax system, and this, together 
with the imposition of death duties lately under consideration, will 
gl'eatly rectify the inequalities of burden betw'een different capi- 
talist groups. The reform of the import tariff may soon be taken 
up by the central Government, and it is expected that the 
Boonoraic Adviser will help in this work, As for the land 
revenue system, a reorganization of it is being considered by the 
piuvincial Goveruraeuts. The adoption of a policy of prohibition 
in provinces may remove the burdens hitherto laid by liquor 
exoise on labouring classes, and care should be taken that the 
taxes which replace the liquor excise are less regressive in their 
Incidence, 



India’s financial system : retrospect and prospect 443 
hioome-Tax 

The need tor tightening up the income-tax I'egulntious and 
improving the machinery for collection has been felt for many 
years, but the offoits made from time to time were not very 
sucePhsfnl. In spite of the Amendment Act of 1930, mnch eva- 
sion and ‘legal avoidance ’ weie Mill practised. Immediately aftoi 
his arrival. Sir James Grigg was impressed with the need for a 
tlioroughgoing reform of the sj-^stem, and an expert Commiltee of 
three was appointed in 1936 to go into this matter. Two of the 
members were persons with long experience in the office of the 
Board of Inland Revenue in Tjondon The Committee in their 
Report suggested various moa&nres ior sicepening the progression 
and making the collection more efficient and thus inci casing the 
revenue from income-tax without adding to the burden on the 
great majority of the lux-pa.vers Legislation on these liiies was 
carried out in 193R-9 Tlie following are the principal changes 
introduced : 

(3) The ‘slab ‘ system . — Under the old system, all incomes 
between Rs. -2,000 and 5,000 paid 6 pica in the rupee and incomea 
between Rs. 5,000 and 30,000 paid 9 pies, and so on. This is 
called the ‘ step ’ system, because the percentage of income taken 
away by the income-tax rises sharply by steps from one figure to 
another (from 0 to 6 pics, from 6 pies to 9 pies, etc.). Under 
the ‘ slab ’ system that is now introduced, the percentage moves 
up not by jumps but hinootbly, each extra rupee of income push- 
ing the percentage up very slightly. Evidently this is more 
equitable. The fixing of the rates rests with the central Govern- 
ment and their proper place is the annual Finance Bill. The 
general result is that incomes up to Rs. 8,000 will ])ay less, whilst 
of incomes between Rs. 8,000 and 32,000 some will pay less and 
some more (owing to the replacement of the series of largo jumps 
by a steady rise), and incomes above Rs. 32,000 will all pay 
more tax. Of the 3,73,000 pei’sons in 3936 liable to assessment, 
over 3,00,000 have incomes below Rs. 7,500, and only about 
4,200 persons have incomes above Rs. 32,000.^ 

(2) Accrual Basis . — Under clause 4, assessees will be divided 
into three distinct classes ; (a) persons not resident in British 
India; (b) persona resident, but not ordinarily resident, in Britisli 
India; and (c) persona resident and ordinarily resident in British 
India. 

(a) A non-resident is charged on all income accruing, arising 
or received in British India, and not on income arising 
abroad, whether or not he remits the income to British 
India, but the rate of assessment will be on the 'total 
world income ’ basis. 

‘ ^ B 0 poH of Uk Central Board of Rmenue , 1%36>7, p. 66. 

5 
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(b) A person resident, l)iil not ordinarily resident, pays tax 

on the same income as a non-resident, and also on 
(il income arisinf* from a hnsiness controlled in India 
(including Indian stales), and (ii) any other income 
arising abroad, if il is bronght into British India. 

(c) A person resident and ordinarily resident in British 

India pays on the same classes of income as a person 
resident but not ordinarily resident, and also on income 
arising nlirnad thongh not brought into British India to 
the extent that it exceeds Rs. 4,600. 

(3) More stringent provision has also been made for the 
filing of returns and production of accounts, Formerly, a person 
was not liable to pay income-tax unless a nolice was served on 
him by an income tax officer to make a return. It was therefore 
possible for persons with large incomes to avoid tax altogether, if 
they escaped the notice of the income-tax officer. Even -after the 
officer did find out such a person, he could only assess him for 
the cui-rent year and the immediately preceding year, and no 
penalty was imposed for not paying tax in previous years. Under 
the Act as amended (Section 2-2), the income-tax officer will 
publish general notices in the press calling upon every person 
within his jurisdiction to make a return of his total income, if 
that income exceeded Rs. 2,000 in the previous year. From now 
it will not be open to any one to claim that, as he has not received 
an individual notice, he is not liable to pay the tax. Moreover, 
failure to make a return or to make it within the time allowed or 
to produce accounts, without reasonable cause, will involve a 
penalty of up to IJ times the tax payable, or was about to be 
avoided. Even more important is the provision in the new Act 
giving the right to the income-tax officer to reopen assessments for 
the previous four years; if the officer is convinced that there has 
been concealment of income, he can reopen assessments for the 
previous eight years. But this power is not to have retrospective 
effect : i.e. it will not be used in respect of income assessable 
prior to 1938-2. 

(4) Other important changes are : (a) Leave salary drawn in 
England is not now exempt and salary due becomes income and 
not salary drawn, (b) Hitherto, administrative work and appel- 
late 4'ork were both done by Uie same Assistant Commissioner; 
from now the appellate work will be done by special Assistant 
Commissioners who will be under the direct control of the Central 
Board of Revenue (Section 5). (cl In the case of a registered 
firm, no assessment shall be made on the firm as such, hut each 
partner shall be assessed separately, his share of income from the 
firm being incorporated in his assessment; hut if the firm is not 
registered, the income-tax officer shall assess the firm as such or 
the partners individually, whichever method is more advantageous 
to the reyenue [SeBtion 23 (6)]. 
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T}ie new scale of rates was announced in tlic Finance Act 
of March 1939. ’ As incomes below Fs. R.OOO will pay less tax 
from now, there will ho a decrease nncler the tax on individuals, 
ainountitiff to about Rs. 93 lakhs in 1939-40. Under super-tax, 
on the other hand, an mci'ease of Rs. 1,17 lakhs is expected. 

The exemption limit (Rs. .'50,000) for comiianies’ su])er-tax is 
aboli.shed, and therefore an increase of Rs, 5'2 lakhs is expected 
under that head. The combined eifect of all these changes is 
expected to be an inerease of about Rs. 1,.S1 lakhs for the year 
1939-40. Of this, Rs. 21 lakhs is under the Corporation Tax. 
This may ap])eQr a modest sum considering the large expectations 
raised, but greater improvement is likely in future years, chiefly 
by the oliniiiiation of evasion. 

Succession Duiies 

The question of levying succession duties was considered as 
early as 1859, when the fiovernmenl of India were liard pressed 
to balance the budget after the (Ireat Mutiny, and it was dis- 
cussed several times in later years, but various objections raised 
have stood in the way. The proceeds of siieceasion duties go to 
the provinces under the new Act, but the administi’ation and 
collection of these duties (except on agricnltural land) is vested 
in the central Government, who are also given the power to 
levy surcharges on these duties. In 1938, the Government of 
Iii^a circularized the provincial Governments asking for their 
views on the proposal to levy sneoession duties, and Sir Alan 
Lloyd went round to confer -with these various governments; but 
most of them expressed disapproval or opposed the proposal on 
one ground or another. The objections usually urged against the 
levy are : (1) that the valuation of goods and chattels is difficult, 


‘ Rate) of Iwomf-'Fav Bai.ed on the Slab Ssalcm ui Enleied in Ihe 
Finance Act, 1930 


A, Individiia'ls, Unregistered Finns, Hindu Undivided Families and 
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Ko lax is payable on inoontea not exceeding Pa. 2,000. Income-tax on ineotnes 
in excess of Es. 3,000 is realricled to liaU the excess of tbe income above 
Rs. 3,000. 

B. Rate for Companies— i annas 6 pies in the rupee. 

Super-tas), In the case of mdividnala, super-tax will be levied on incomes 
above Rs. 3fi,000, at rates ranging between 1 anna to 7 aonas in the rupee. 
An income of Rs, 1 lokh will pay 22 pies in tbe rupee, Tbe rate of super-tax 
on com^enies is 1’ anna in the rupee on the whole income ’"(no exempted slab). 



444 FPlDERvri PTN\NOB IN INnTA 

(2) that the habit of investment is in its infancy , _ (3) that thcvo 
are no j'eliable figui’cs of trading incomes on 'which (he capil.O 
value of business concerns could be based, and (4) that the law 
of Mitakshara joint -family introduces complicaliona which cannot 
be surmounted/ Most of these ohiections have recently lost 
ranch of their force. The difficulties connected with the joint- 
family system are no doubt real, but they arc not insuperable , as 
the Taxation Enquiry CoinmiUee has shown.® 

Some of the provincial Oovemments lately expressed tlie 
opinion that succession duties cannot be levied pending the esta- 
blishment of popular governmonl at the Centre. This argnmeiil 
is not very convincing, seeing that the autonomous provincial 
governments fullv rcspon,sible In the people are themselves un- 
willing to coiiiuiit themselves to a democratic tax like this, in 
spite of their heavy financial needs. The succession duty is by 
no means a communistic measure and is fully justified by the 
regressive burden of many taxes that are now le'pied or arc 
raider contemplation. The objections to succession duties can be 
largely removed if an nntaxed mimmum is prescribed and if the 
principle of progression is applied in respect of tlie value of 
inheritance as well as the remoteness of tho heir. 

Prabale duties have been levied for a long time in some pai'ts 
of India, and although imposed in the form of court fees, they 
partake to some extent of the nature of death duties. The 
existing duties are inequitable in their incidence, being confined 
to certain classes and coinmumties, and there is no just apportion- 
ment of the burden between large and small estates. The 
Taxation EnqiiUy Committee recommended an extension of the 
existing lawr in certain directions, but no action has so far been 
taken in this mailer. The probate duties can be used as the 
nucleus of a suitable tax on inherilauce. Succession duties have 
great potentialities, from the social as well as the fiscal point 
of view, and their iniroduction cannot long be delayed. 

Land Remnue 

On many grounds the provincial tax-system calls for very 
urgent reform today. Of the two sources which constitute the 
sheet-anahor of the provincial treasury, land revenue is full_ of 
anomalies and contradictious, and the other, the excise on drink 
and drugs, is rapidly being extinguished. We have therefore to 
cany out a radical reform of the land revenue system and to 
devise ways for replacing the liquor excise by finding more 
suitable sources. 

The anomalies of the land revenue system are many. There, 
is drst the disparity between the permanently settled zamindari 


* Indian Bnwif^ Committee ttefort, p, 864. 

‘ p. %4. 
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land and the temporarily settled land under ryoiwari or other 
tenure. The asseafamenl of the jiermanently settled zamindari 
estates was heavy at the time of settlement (1793 in Bengal and 
1802 m Mach'as), but subsequently owing to the fall in the value 
of money the burden of the assessment has become very light. 
Further, with the extension of cultivation, the zamindars’ rents 
increased considerably, so much so that the State’s dues (peish- 
kash), oiigmally intended to absorb the bulk (ten-elevenths in 
Bengal and two-thirds in Madras) of the rent, has become a 
small fraction of it today. Thus a large unearned increment 
has come into the hands of the zamindars and the many 
intermediaries that came to have a right in land, and hardly any 
of this increment comes into the State fisc. The unearned income 
in Bengal is estimated at Es. 12 crores a year. In Madras, while 
the peishkash from the zamindari areas continues to be Es. 46 
lakhs, the rents have increased to about Es. 2,50 lakhs, and thus 
the State’s share is less than 20 per cent, of the total rentals. 
This has created a serious inequaUty in the levenue burden as 
between the zamindari and ryotwa'ri areas. Out of a total land 
revenue in Madras (including irrigation dues) amounting to 
Es. 7 crores, Es. 6‘65 crores (94 per cent.) comes from ryotwari 
tracts, while the zamindari tracts which constitute a fourth of 
the total area contribute only Es. 45 lakhs (or 6 per cent, of 
the total). Thus the burden of land revenue falls heavily on the 
ryotwari and lightly on the zamindari tracts. 

Nor are conditions satisfactory within the temporarhy settled 
tracts. The principal defect of the land revenue system through- 
out India is that the assessment, whether based on net produce, 
net assets, economic rent or rental value, does not conform to 
ability. Land revenue is a levj’ on the land, not on the income of 
the landholder, and therefore it has essentially to be proportional 
and cannot be progressive. Apart from this inherent defect of 
land revenue from the point of view of fiscal theory, there arc 
serious dispaiities in burden as between land and land. No doubt, 
the levy varies between grades of land, but this does not measure 
the income from it, as land of equal fertility can be pul to 
different uses. A cereal crop may bring in a net income of Es. 40, 
but a commercial crop may yield Es. 200, and both have to pay 
the same assessment. In Madras, wdrere the assessment is based 
on standard grain out-turns commuted into money values, paddy 
IB taJren as the standard for wet lands, cholam and ragi (dry 
grains) for dry lands.' This system has continued even after 
commercial crops like cotton, sugarcane, groundnut and tobacco 
have become pronunent in our agriculture, and thus the assess- 
inenls have become far remote from ability. In the result, the 

* It' may be noted bere Ibal before Akbar’a reformed settlements of 1065, ossess- 
tnents were Imsed on the value of crops also, but in tbe new system land revenue 
bedame a tax on land and. not on ibo a'op or the ryot's iccome* 
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assessment maj' be anything between 5 and 50 per cent, of the 
net pioduoe today. 11 is generally heavj in cereal-growing tracts, 
and comparatively light where coininercial crops arc also raised. 
In Bombay also the disparities are pronounced; the assessment 
may be half the rent in one area, but maj be only a fifth b 
another. 

An important cause of the disparity is that districts were 
settled at various times. In Madras, the assessment is made on 
the basis of tlie gram j leld as comnuited into money values accord- 
ing to the average price of the previous twenty non-famine years, 
and as the price-level has varied from period to period — owing to 
the opeiution of the trade cycle — ^tlie assessment also varies, and 
thus great inerjnahtics have arisen in the revenue burden of differ- 
ent districts. I'lierefore it would be unfair to stabilize the assess- 
ment on the level of any particular year. Tet a Madras Committee 
presided over by an experienced civilian m 1937 recommended 
that assessments should in future be pitched on the level of 
1913-14. It may be fair to pot a stop to periodical enhancements 
without mortgaging the interests of the State in perpetuity, but 
the rates of 1913-14 cannot be taken as the basis for stabilization. 

The vagaries of the price-level have aggravated these evils. 
So long as prices went on rising — ^as they did from 1860 to 1929, 
first gently and then (between 1914 and 1920) rapidly — the burden 
of assessments was not felt, especially in' Madras, where it was 
decided in 1924 that enhancements were not to exceed 18| per 
cent. But a severe slump started in 1930, and difficulties began 
to appear. Prices fell by nearly SO per cent, and therefore the 
burden of land revenue became extremely heavy. This led to 
remissions m most provinces, but such remissions cannot rectify 
the inherent defects of the system. Thus, what with the 
inequalitie.? of ushessment and the vagaries of the trade cycle, 
the prevailing ryotwari systems of assessment have become rather 
unsuited to the needs of the country. 

The problem of the zamindari estates is even more complex. 
Lord Cornwallis believed that agrarian prosperity depended on the 
existence of landlords whose dues to the State were fi.xed in per- 
petuity. and therefore he converted a large number of mere rent- 
collectors into landlords of the English type. What he expected 
did not happen; the new landlords took little interest in land and 
many intermediaries came into being for the sole purpose of shar- 
ing the net product of the land. The permanent settlement of 
bnd revenue has turned out to be a gi-eat injustice to the State ; 
it has alienated the unearned income from land, to which society 
has a right. Further, in a world where economic conditions 
change incessantly and the value of money is unsteady, there is 
no justification for settling the revenue demand for all time, A 
liquidation of the whole system is called for; and so long as this 
ie dons by giving adequate compensation;, this “wiE be weloomed 
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by a large proportion oj tlic zaininclars. In Madras, the develop- 
ment of zammdnri areas lias been neglocicd. irrigation sources 
are not properly inamtainod, and it has become necessary to 
extend over iho zamindari lands also tire economic responsibilities 
undertaken by the Govcininent in regard to ryotwari areas. 
Lately a Committee of (he Madras Legislature has come to the 
conclusion that tlic tenants are propiietors of the land and that 
the zamindars are only entitled to the money rents prevailing m 
1801.^ It IS not clear -whether the State is to appropriate what the 
zamindars have thus to lelinquish. The lusloncal basis of the 
Committee’s recommendations is bable to be questioned, but it 
may be conceded that a direct mode of liquidation has too many 
hurdles to suimount. 

The reform of the ryotwari settlement also raises complicated 
issues. In several western countries, the taxation of land takes 
four forms, namely: (1) a flat rate on the annual or capital value 
of land, ('2) income-tax on agricultm’al incomes, (3) death duties, 
and (4) a local rate. The land revenue system of India is based 
largely on pre-British practice, but it has been moihfled to suit 
the best economic ideas ol the nineteenth centmy, and it has 
developed a technique which is nearly perfect. It is the sheet- 
anchor, not only of the i-eveiiue but the administrative system 
of India; In fact, the whole administrative edifice has been built 
up as an organization primarily for administering the land and its 
revenue. To reform a system so deeply entrenched is extremely 
ditfioulb. Some favour a radical reform; they would scrap the 
existing system and substitute in its place a rate on the capital 
value of land or a produce-tax. The land taxes of Japan, Aus- 
tralia and New Zealand are based on the capital value of land; 
although theoretically such a tax has gieat merits, there are vari- 
ous practical difficulties in introducing it in this country. A tax 
on produce is even less suitable. The Taxation Enquiry Com- 
mittee thought that it might bo possible to arrive at a result 
almost equally satisfactory with much less disturbance of existing 
conditions (a) by taking annual value as the basis of assessment 
for the future, (b) by standardizing the assessment at 26 per cent, 
of the annua) value, and (o) by providing for a moderate increase 
in the local rale. The standardization of assessment at 25 per 
cent, would lighten the burden of taxation on many persons who 
are now paying larger proportions of their net income from land 
as revenue, but would not give any special boon to the smallest 
holders who are worst hit. As land revenue is a tax in rein 
levied at a flat rate, the Committee held that it would be impos- 
sible either to graduate it or to give exemption to particnlar lands 
because of the circumstances of the persons who cultivated 

‘ mpQTt a} tfie Jlladras EeUta hoftd dvt Amtidmen* QommtiUe Cl9Si8). 
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them.'^ They oftererl, a& home justification for thiH, the sugges- 
tion that the difficulties of the pooiest cultivatoi arise ‘ not out 
of land levenue itelf, but out of a combination of circumstances 
of which the chief feature if. a large extension of uneconomic 
holdings’. ‘The real relief of the pooiest cultivator’, they add, 
' is to be iound m a better system of rural economy generally, 
rather than in a change of the land revenue s} stem ’ . They also 
proposed the intioduction of an element of progression into the 
taxation of land by the levy of succession duties and an income-tax 
on agricultuial incomes. 

A stiong theoretical ease can be made out foi the intioductiou 
of an uiconie-tax oii agiicultiual incomes. As has been shown 
above, agricultuial incomes were assebsed to income-tax when that 
tax was fiist mtioduced flSdO), but when it was replaced by a 
licence tax, a corresponding bm’den m the shape of a cess was 
placed on land. It was the existence of this cess that led to 
the exemption of agricultuial incomes from the Income-tax Act 
of 1886. But the cess was subsequently abolished, and the case 
for exemption has therefore become weak. Equity demands that 
mcoineb tiom land should boar burdens similar to those borne 
by oorrespondmg incomes from other sources It is also fair to 
make the levy progressive in order that the sacrifice may be 
equalized as between larger and smaller incomes. But there are 
various admmistrative difficulties in levying a tax on agricultural 
incomes, and the cost would be rathei high. Kyots bold land m 
seveial villages, but the Government accounts ai’e kept separately 
for each village. The estimation of cultivation expenses to be 
deducted would also be extremely difficult, as the ryots seldom 
keep accounts. Euither, if the exemption hunt were kept at 
Ea. 2,000 (as in the geneial income-tax), very few landholders 
would be liable io pay the lax, and even if the limit were lowered, 
bay to Es. 600, the number affected might not he large.® The 
justification tor an agricultural income-tax would become weak 
if the zamindari estates were liquidated and provision were made 
for imposing higher assessments on land beaiing commercial crops. 

The need for adjusting assessments to the price-level has been 
keenly felt at the time of the recent depression. An assessmeni 
which is light m nomal times becomes heavy during a slumps 
when prices are high, the levenue burden is light and consequently 
the ryot falls mto extravagant ways and oontractb debts freely, 
but when pices fall heavily, nearly the whole net income from 
the land is absorbed by the land revenue, and indebtedness leads 
to foreclosure and loss of land. This can be avoided if the land 
revenue is made to vary with the price-level. An expeiiment in 
this direetion is being tried m certain areas in the Punjab. There 

f ’ Heport of the InduM famation Bng^uiry Comnnitee, np 8^-4, 
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16 a standard asso'i.sment based on the eommiitatiou into money 
value of tbe yiaia share ol the Bialc Foi coniimilation purposes, 
the priees ol llie hveiity jiiovious ye.us aie used. If in any j'ear 
prices rise above the level of the eonimiitation period, no excess 
asaessuiont will bo demanded, but if juices fall below that level, 
a remission will be granted, .ind this will be calculated on the 
basis of index numbers of prices. For this calculation, a formula 
has been devised This system is not altogether new. A hun- 
dred years ago, IheJc was a severe slump in Soiithoin India, and 
the G-oveinment of Madias introduced in two distiicts of the 
presidency a similat system of levenue assessment (called 
Olungu) based on a sliding scale varying with puces. This 
was a success lor a time and theie was a proposal to extend 
i( all ovei the presidency, but it was Inici dropped when prices 
rose again. It is extieuiely dilhcult to coustuict index numbers 
ol a roliabie kind, and to make land levenue depend on such 
mdex numbers is to court tioubie. Further, although prices 
fluctuate fiom seasoii to season and lioni year to yeai, price 
slumps ol the kind that occuiied m 1930-2 are laie and it ma; 
bo posHiblc to provide against minor liuctuationH by currying out 
milder reforms. 

On tho whole, the least troublesome I'om'se seems to be to 
htandardiisc as&os&monts nC 25 por cent, of the annual value, as 
rocominondoil by the Taxation Enepmy Committee, and on top 
of it to levy an extra assessment on lands bearing commercial 
crops. The levy of succession duties on agricultural land and an 
income-tax on agiicultural incomes raises complex issues, but may 
be necessary in order to meet the State’s need for money, espe- 
cially if the xamindan areas cannot be made to bear a burden 
equivalent to that borne by the ryotwaii areas. The land revenue 
system should be placed on a statutory basis in the provinces where 
it IS now administered under executive orders. The periodical 
resettlements may be slopped, but the legislature must have power 
to modify assessments from time to time, according to the needs of 
government and the trend of the pnce-level. 

§6 New Taxes to Replace Liquor Excise 

At a tune when the provincial Governments badly need 
increased resources, it is unfortunate that many of them have 
to grapple with the serious loss of revenue arising from them 
deeision to introduce total prohibition, although by stages. No 
doubt prohibition is not naerely a social or moral experiment; 
it is also an attempt at readjusting the burdens of taxation. The 
revenue under liquor excise is paid mostly by labourers, and its 
iniridenoe is extremely regressive, because drinking is most pre- 
valent among classes of labourers whose work is irregular and 
wages rather low and uncertain. An intehs^e enquiry earned 
. 29 
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out ill Salem Diblrict (Madras) has disclosed the fact that the 
bulk of liquor excise was paid by '200,000 out of the ‘2,500,000 
people (i.o. S per cent.) of that district. This is ])erhaps true 
more or less of other parts of Madras, and iiiu) be largely true 
of other provinces also. Nor i.s Ibis a correct measure of the real 
burdeu on the drinking classes, for the actual drink bill must 
be at least double tbc amount of the revenue Iroiu liquor excise. 
Thus the position comes to this, that a single commodity — liquor 
— today costs a small proportion of the people about Es. 30 crores 
throughout India; it also follows that, if this commodity is kept 
away from the people, their capacity to purchase other less inju- 
rious goods will increase to that extent. We know that of the 
purchasing power liberated by prohibition in Salem, nearly half 
was used for food. 10 per cent, for clothing and similar propor- 
tions for repayment of debt, amusements, ornaments, etc. This 
fact should help us in finding suitable alternative sources of 
revenue. We must transfer to other consumption commodities 
the burden so far borne by alcoholic drinks and drugs. 

A suitable device for this is the sales tax. Sales taxes are 
generally uneven and regressive in their incidence, and they have 
also certain unfavourable reactions on trade and business. This 
source therefore remained undeveloped till the necessities of war 
finance forced it on the Western nations, and although born in 
emergency, it has stayed to become a normal feature of the fiscal 
systems of most countries, with the single prominent e?£ception of 
(iceat Britain. In several European countries today, the sales tax 
is nearly as important a source of revenue as income-tax or 
customs duties. It is also a growing source of ‘ State ’ and local 
revenue in the U.S.A. It takes many forms. A broad distinction 
can be made between general and .selective sales taxes. The 
latter are taxes on the sale of special commodities, mostly luxuries 
or conventional necessaries. A general Sales Tax may be levied 
on all transactions, whole.sale and retail, or it may be on wholesale 
transactions only. Usually the term turn-over tax is confined to a 
tax on all transactions, wholesale and retail. Some sales taxes 
cover both goods and services, while otliers cover only goods. The 
German sales tax, for instance, comprises all transactions and 
includes both goods and services. The French sales tax is also 
general, but excludes many sei-vices like those of medical men; it 
includes a 10 per cent, luxury tax, a general tax on retail ti’an- 
sactions and u higher tux on receipted payments. Originally, the 
tax was collected through stamps on retail sales only in France 
and Germany, but there was much evasion and this form of tax 
was later superseded by turn-over taxes on the total receipts of 
business and not merely on retail sales. Eeturns are furnished 
periodically and the tax-collector makes a systematic and thorough 
examination of ledgers, etc. The rates vary from J per cent, in 
Poland to ‘2 per •cent, in France and Qei'inany. Canada and 
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Austruliu levy the liux on I he salcH of prochwiers and iin)X)r(/OVs only, 
and tilt' ralo.s iii'c* (i per cont. and 5 per font. I’otipectively. In many 
ol Iho AniL'i'ii'iin Htalos the tax ia on retail .gales, ami the rate 
ranges Irom a hail’ cent to 2 cents per dollar. Most of the conn- 
tries levy sjieeial taxes on luxuries at much higher rates. 

Tile mfuleni ‘0 of sales taxes is considered regressive, because 
they are generallj shitted to the consumer, and consumption taxes 
fall heavily on the poor. But some sales taxes can be devised 
so as not to inAolvc too heavy a burden on the poor. A sales tax 
on luxuries \yi 11 be shifted, especially if demand i.s inelastic, and 
therefore the burden will bo on the well-to-do. Similarly, a sales 
(ax on conventional necessaries may not all be shifted, if their 
demaud is highly clastic, and the trader will either bear it or 
shift it back to the producer. The incidence ol a general sales 
f turn-over 1 tax is much less certain; it may largely remain where 
it is laid, provided it is levied at a very low late. The tax rates 
are fairly high in inanj countries (2 per ceul. is usual), and that 
is why its incidence has become rather regressive. In pci'ioils of 
rising prices, it is easy for retailers to shift ibe burdeu to the 
consumers, but this is not so easy when prices arc falling. In 
(he ]irovinoes of India which arc trying to replace liquor excise, 
a general sales tax may be levied at a very low I'ate, and special 
sales taxes on certain hixuiios and conventional necessaries at a 
higher rate. Articles on which special taxes may' be levied are : 
motor cars and uccessories, cemont. perfumes, silk and woollen 
cloth, patent medicines, aerated waters, etc. In addition to these, 
a registration or licence fee on trades and busineases may also be 
desirable, as it will not only bring in some revenue, but will also 
supply essential data on business conditions. A suitable system 
of sales taxation oan be developed in this country, provided local 
conditions are taken into account. 

The chief advantage of the sales taxes is that they are rather 
productive and that their burden will be diffused widely, as the 
traders who pay them in the first instance will be able to pass them 
on to others. If, liowever, sales taxes are levied at all the stages 
of trade, it is certain that prices will be affected; especially in 
a boona period, the rise in prices may be more than the tax, 
thus transferring from the conGtimej's more than what the traders 
pay to the Government. Consmuption taxes are not unknown 
to this country; a large number of them were levied early in the 
nineteenth centuiy and they gi’eatly impeded trade and Mnsump- 
tion (supra, p. 35). Tf a rise in the price of necessaries takes 
place without a corresponding bi^ease in incomes, the standard 
of living of the poorer classes, which is already too low, will dete- 
riorate, and this will be contrary to the most cherished object' 
of economic development in India. As against this, it is fair to 
add fckat, however regressive a sales tax may be, it cannot be 

thore regressive than the liquor excise whiidi it <46 replacing, and 
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therefore it is the lesser of the two evils. No doubt, the labourer 
will have to bear a heavier burden; but this burden will be 
borne more bj urban than niral labourers and so maj’’ not be too 
unfair. The rural worker, whether a tenant or a labourer receiv- 
ing wages in kind, consumes mostly articles produced by himself, 
and Ins piu’chases are lai’gelj confined to salt and kerosene oil; 
on the otliev liand, the urban labourers have to purchase nearly 
evei’ything they consume. This can be seen from the family 
budget enquiries oai'ried out receully. ff the urban classes will 
thus have heavier burdens, it is but lair to admit that tlieir incomes 
are also larger and steadier, and that tlie tax burdens borne bj 
them in the past have not been too heavy. 

Selective sales taxes have been imimsed b} several provincial 
Gnverninents in India, but only Madras has so far levied a general 
sales tax. Under the Madras General Sales Tax Act (1939), all 
dealers uhose turn-over in any yeai exceeds Rs. 10,000 will be 
liable to lax. The standard late is one-half of one per cent., but 
those whose turn-over does not exceed Rs. 20,000 a year will 
pay a flat rate of Rs. o per month. Sales of bullion and specie, 
cotton and cotton yarn, and hand-woven cloth sold by persons 
dealing exclusively in such cloth will be exempt from taxation. 
The sale of hides and skins, whetlier tanned or untanned, will 
be taxed at a single point only. In order that the tax may not 
be too great a burden on exporters of finished goods, a rebate of 
one-half of the tax will be allowed on the sale of such articles for 
delivery outside the province. 

Tobacco 

Tobacco is a commodity which can be made to bear a large 
tax burden; yet it bears hardly any in most parts of India. ‘It 
is a typical instance of a conventional luxury whose use goes 
down to the poorest classes, and it is an article tlie consumption 
of which can be varied greatly both in quality and quantity accord- 
ing to the iaean.s of the consumei-.’* Tobacco has long been 
regarded as a suitable object of taxation but, although the matter 
was considered several times, administrative difficulties always 
stood in the way.* In France, tobacco is a government monopoly 
and the Btale raises a large revenue by it. In the French posses- 
.sions in India, the privilege of selling tobacco is sold by auction 
imder conditions whicli give each shop a practical monopoly of 
a local urea, but cultivation and manufacture are not restricted. 
Several of the Indian states raise a large revenue from tobacco. 
In Travancore, cultivation is prohibited and a duty is levied on 
the tobacco entering the State. In Cochin, there is a licence 

’ Report of the Indian Tasalton Bnquny Committee, p. 155. 

“ In parts of Madras (Coimbatore, Malabar and South Kanata) country tobacco 
Kraa a State monopoly and in former times (18U to 1858) onltivaiion WM not 
allowed oacept undur ^iceneo. 
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foo on tobacco, both wliolcsale iind retail. In Patiala, free culti- 
\Htion ifi ponniKed, but iJie cultivator niUKt sell his crop to licensed 
vendors, who have the sole monopoly of the right to sell in pro- 
scribed areas. The revenue return amounts in Travancore to 
8 annas per head, in Cochin 4 annas, in Patiala annas and in 
French India 6 annas. The Indian Taxation Enquiry Committee 
recoinmeudecl a sj'stem of licensing, leading ultimately to Belling 
the monopoly of retail vend in specified areas. The Government 
of Bombay levy a sales tax on tobacco sold in urban areas and on 
cigarettes. Madi’as at first contemplated taxing tobacco on the 
monopoly vend basis, but later decided to levy a turn-over tax on 
the sale of manufactured tobacco, both wholesale and retail. 
Retail dealers m manufactured tobacco have to pay a graduated 
tax on their sales, and wholesale dealers m leaf iobaeco -will have 
to take out a licence by paying an annual fee. The use of tobacco 
will not be restricted in any w’ay, but a limit will be imposed on 
the quantity that may bo possessed foi- private use in order to 
prevent evasion of the provisions of the Act. 

Under the Government of India Act, 1936, the excise on 
tobacco is a central subject, and the pi'ovinces can lax the com- 
modity only uudei' ‘ taxes on the sale of goods ’. When the new 
constitution M''aB drawn up, it was feared tliat the central Govern- 
ment’s ri^ht to lovy excises might be used to undermine provincial 
sources hke land revenue, but what really happened was an 
invasion by the provinces of the central sphere of taxation. The 
sales taxes already levied or proposed, the tobacco tax and the 
employment tax trench upon important centra] sources like 
excises and income-tax, and to this extent the domain of central 
taxation has been restricted. The Federal Oom-t has upheld the 
right of the provinces to levy sales taxes, but has also advised 
forbearance on their part, but such forbearance may not be 
expected immediately, as they are struggling hard to replace the 
liquor excise revenue. Sales taxes will not only limit central 
resources; they may also prevent the growth of the ‘ commerce 
power’ in the central Government, which is essential for the un- 
impeded progress of internal ti’ade. In the United States, the 
weak federal authoiity in economic matters under the original 
constitution was amplified and enlarged by the determined attitude 
taken by the Supremo Court. Those who desire that India should 
bo a united nation must sec that the Centre gets ample power 
and resources for discharging its important co-ordinating functions. 

Non-Tam Remntte 

There has lately been a decline in the revenue from non-tax 
sources in India. Of the two Government monopolies of this 
country, opium which once brought in as much as Rs. 30 crores 
to the ^tate fisc has nearly disappeared; salt remams, but with 
little scope foi expansion. There is a valuable domain in the 
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Btale I'oi’obIr, but \vg have bo Ear attended to eonaci-valuin I'lilhor 
Ilian exploitation. The railways hvonght in a steady revenue after 
the War, but owing to various causes tins item lias experienced a 
aetback since 1930. Other public nlilities, especially hydro- 
electric schemes, have been nurtured lately, especially in Madras, 
the Punjab and the United Provinces, but they have not yet 
begun to yield any considerable income. 

Most of the public utility undertakings were begun with a view 
to social benetit; the financial motive was not piominent at first. 
But there lias lately been a change all over the world, due chiefly 
to the necessities of the Htatc. Public utilities have everywhere 
become indirect tax collectors.^ Thus iirigation works were 
begun in India as an insurance against tauinic, but they have 
since become a steady source of revemio, and some of the older 
ii’i igation works conlnhuto as much .is '20 per cent on the capital 
invested. The motive hebincl railway construction was originally 
the prevention of famine; today, however, they liave become a 
potent agency t'oi econoune development and a revenue-giving 
asset. The exploitation of power supplies is in its infancy. 
Certain provinces liave installed costly plants for generating elec- 
tricity, and if distribution is carefully attended to, they will become 
a sure agency for economic development and also a steady source 
of public revenue. Urban transport (light railways, tramways, 
omnibus services, etc,) has so far been left to municipal or private 
enterprise, lint it may be desirable for the Htate to intervene, 
iu the interests of both the public good and the revenue, t’evtnin 
Indian states have established monopolie.s in bus traffic and ])er- 
haps their experience deserves to be carefully watched by others. 
There are also other advantages in developing public utilities. 
They add to the national income and give steady employment to 
large numbers. 

The State must now look for the expansion of not only publio 
utilities properly .so called, bnt also other public undertakings 
which may contribute to the revenue as well as to economic deve- 
lopment. There is gi-eat scope for State undertakings in India 
without restricting private enterprise unduly One such direction 
is jnsurance. In Italy and Japan, insurance is a State monopoly; 
the latter runs it in conjunction with the Post Office. Insurance 
is a subject of such vital interest to the conummity that it cannot 
be left in private hands. Already the Post Office is managing an 
insurance hnsineps. although for State employees only, and an 
extension of its .scope is desirable. It may not be desirable to 
make insurance a Stale monopoly: the Stale may obtain a steady 
.revenue by the taxation and control of insurance companies. 
Another field for expansion is fisheries. Pish is a valuable article 
of diet and a lai’g'er supply of it will make the Indian diet more 
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biiliinood Limn it is Lodiiy. Bat tiiis will not be done iinleHS flio 
(lovenimoati lake a direct interebt in it, Nor will Ibis bo a wasle 
of [lublic money. .Japan obtains a lar^o veYemie from her fisheries, 
and in recent ;\eais, Ihanka to Htato enterprise, a considerable 
part of .Jn]wn's nalionul iaeouie comes from tisli India has u 
large coaal-line and extensive polcntialities I'oi rearing fish, and 
it ia high lime (he Rliite adopted an enterprising policy in this 
matter. 

The ojiposition in the past lo the extension of Rtatc enter- 
prises was chiefly due to the fear of jiolitieal influence and the 
well-known imperfections ol public employees. But it has been 
shown lately in western eonnliics that business methods can 
be adopted m (ioveriiment offices, p.art]y by giving special train- 
ing to piihho employees and paitly by reciiiitiiig experienced 
business men for special posts under the Govcinment. The forina- 
liou of a pool of officers for holding posts in the Finance and 
Commerce Secretariats of the Government of India is perhaps a 
step in this direction. 

However efficient public employees may become, there are 
dangers m a democralic govornnaent directly managing Imsinesa; 
no business can be siifo if il comes mulei the influence of party 
jiolitins. The Hjstem ol leaving public enterprises to be managed 
by somi-publio eorporalioiis is ihereforc coming into vogue. Such 
'piihlic service Iwards ’ in Great Briliim are the Port of London 
AulUorily, the Forcslry Coinmission, the British Broadcasting 
Corporation, tlu' Centrai IHlectricity Board, the London Passenger 
Transport Board and the various Agricultural Marketing Boards. 
They nv(' nil live from the influence of parly politics and are 
managed by experienced business men, appointed for a period of 
years. ‘ India has already a few similar organizations, e.g. the 
Beserve Bank and the Port Tmats; provision has also been made 
in the new Constitution for a Btatntory Railway Authority, A 
statutory tariff commission may perhaps be a desirable addition 
to this group. As public enterprises exi>and and governments 
come more and more under the influence of party politics, it 
would be best to leave to impartial expert management such 
concerns as are of vital concern to the community. 

§7. A New FimneJal Oiitlooh 

Indian governments in the past followed a conservative financial 
policy; to raise as few taxes as possible and keep expenditure down 
to the minimum — ^tliis was the dominant idea in those days. 
Perhaps this was justified when the people of the country had 
no great share in the government. But now that responsible 
self-government is being progressively realized, there must be a 
thorough change in this policy. In future, financial policy must 

’ W. A. TtobMii. Publie '*(1087). 
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subserve tbe economic development of the country. It is not 
sufficient to maintain law and order; the G-overnment must aim 
at maximising the economic welfare of the community by increas- 
ing production in the countiy and raising the income and the 
standard of life of the people. With such an aim in view, the 
Finance Ministry of each Government must co-operate with the 
Dovelopmeni and other ministries; with such a change of atti- 
tude, not only public expenditure but taxation and loan policies 
should assume new aspects. 

It is often argued that the present tax-bui'den is too heavy for 
a poor country like India, and that the limits of India’s taxable 
capacity were reached long ago. This view is based upon a mis- 
conception as to the nature and purpose of public finance. It is 
true that India is a poor country and that the burden of the exist- 
ing taxes is fairly high for certain classes: but it is also true that, 
if poverty is to be diminished, it is essential to raise more revenue, 
paradoxical as this may appear. The tax-bm‘den of India may be 
heavy if the revenue is to be spent chiefly on the security services, 
but, provided the increased revenue were used for a well-planned 
scheme of economic improvement, more revenue could be raised 
and yet the relative tax-burden might at the same time be 
lightened. In the present circumstances of India a larger expendi- 
ture on economic and social services would increase the national 
income. Although the additional taxation needed for the purpose 
might be felt as a hardship for a time, it would soon increase 
the people’s ' taxable capacity ’ and thus eventually lighten their 
tax-burden.* Hitherto taxation has often been I’egarded as neces- 
sarily involving a loss to the community, but, if the financial 
system is adjusted on the principle of maximum social advantage, 
a tax will ‘ no longer be regarded as a burden to be exacted from 
the unwilling victim but as a contribution cheerfully rendered by 
those who are alive to the sense of collective responsibility implicit 
in the very conception of democracy ’ (Seligmanh After bU, taxa- 
tion means a tran.sfer of pmuhasing power from the individual to 
the public authority, and if that authority uses the funds for under- 
taking really beneficial economic or social services, the community 
will get good value for the amount paid. Of course, while many 
taxes are levied 'from each according to bis ability', several of 
the benefits accruing may go ‘to each according to his needs’. 
In some cases the poor may benefit more than the rich, but that 
is as it should be and is necessary in order to produce the maximum 
social advantage. Such an attitude has lately developed in the 
Wesf, find it is gratifying to think that it conforms precisely to 
the financial ideal which (according to Kalidasa) guided King 
Hileepa and all good kings in ancient India.® 


* !rb« tem ' taxable capacity ’ is itself a uisitomer. gfi sbown by llalton 
(PuMo Fittattee, p. 160), tnfl T nse It here only in a general sense. 

* See foetoote oii page 6. 
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We must therefore rovine our coiice[>lioiis of taxation and 
taxable capacity. Tliis country has roach od a stage at which 
greater expenditure by the State is CbPcntial for an advance in 
economic and social u'elfare. II is essential in order to make 
life worth living, no! only for the jxiot hot also for the rich. A 
bold policy of expenditure on social and economic services is 
needed in the interests of the whole countrjf, Sir Walter Layton 
put this cogently in Ins report to the Simon Commission. ‘ There 
can be little doubt he said, ‘ that, in conditions such as those 
which now obtain in India, it should be possible to stimulate 
production and to increase tlie welfare of the people by public 
expenditure designed to give greater economic security (by irriga- 
tion works, improved and more varied methods of cultivation, 
etc.), better physical well-being (sanitation, water-supply, unproved 
public health, etc.), and education. Indeed taxation may be the 
only practical means of creating a better and more secure 
livelihood 

Our borrowing policy must also become more enterprising. 
Till lately, the loan policy of the Governments in British India 
was unduly strict. Hitherto, loan funds were not ordinarily used 
for capital works unless they could be classed as ' remunerative ’ , 
i,e, likely to produce at least a certain annual percentage yield 
on the capital invested after ten years from completion. "Prom 
1 A]>ril Ifl'il to 31 March 1037 tliis ‘productivity lest rale’ was 
6 per cent. Under Brovincial Autonomy provincial Governments 
have full power to fix this rate for application to their own capital 
works and the Madras Government has fixed it at 4 jier cent, 
for the present. Further, imder the Act of 1936, the provin- 
cial Govermnents have practically full powers in regard to 
borrowing, though the formal consent of the central Government 
is required for borrowing out of India and for all borrowing 
by a provincial Government which has not fully repaid its debt 
to the central Government. The scope for borrowing Avilhin the 
country has also widened lately. The loans raised in 1937 and 
1988 by certain provincial Governments were well received and 
some were over-subscribed. These facts augur well for an active 
policy of capital expenditure in future. 

Governments need not only long-term loans, but also accom- 
modation for short periods in order that their day-to-day needs 
may be met. Especially in India, such needs are great at times, 
as revenues come in late. Hitherto, the central Government, as 
banker, supplied suoh needs of the provinces, but from 1 April 
1937 they have to make their own arrangements. The provincial 
governments have proved themselves to be equal to the situation. 
Several of them have issued treasmy hills and thus raised 


* Sfmatt 0ontmMon Sepoti, vol, H, ^ 808, 



458 T?Bt)RR'VI< IfTNANOFi IN TNI) [A 

abort -term fundfi at low rates of interest. In Madras, the first 
Usues weie for six months; later three-mouths bills were issaed. In 
as in oihor matters, most provincial governments have achieved 
good results, and Iheir credit in the money market stands high. 


\pc(1 for Plnmiing rnuJ Co-ordinaiion 

The task before the country is Tdst and ditficult. We need 
a new economic policy and tins must be aecoinpauied by a 
new fiiuineial outlook. Popularly elected bodies may find it e\- 
Iremel.T diJlfieult to draw up such plans, blven in Western countries 
where the level of ]iopiiLir education is high, legislatures deem them- 
selves unfit lor such difficult work. The pi'ovinciiil Recretai lats are 
doing excellent work m their way, bnl thoir hands are already full 
with the heaiy duties oi day-to-da^ administration. ]?in*ther, for 
the formulation of new economic policies the assistance of persons 
with the necessary special training and equipment is essential. 

The appointment of committees of enquiry m regard to parti- 
cular questions will help gTeatly in obtaining new ideas, but in 
view of the wide roconstrncLion that is called tor, the (T-overnments 
in India need economic general stalls, w'liicli should contimionsly 
study and inteiprct a w'icle range of economic plienomena and 
advise the Governments on questions of polic.y . The Govern- 
ment of India have given the load by appointing an TSconomic 
Adviser, and it seems likely that the Provinces w'ill have to 
follow tins lead in one form or other. 

In the present cii’cnmstances of the world, the most careful 
and energetic, policy is needed in regard to central concerns like 
currency, tariffs, foreign and inter-provincial trade, and the deve- 
lopment of key industries. Not only the unity of India, but also 
the healthy development of its resources and their just distri- 
bution as between areas and economic groups, depend largely 
on the activitie.s of the central (or Federal) Government. Hence 
the great importance of that Government’s having ample resources 
and adequate powers for carrying out a vigorous economic policy. 
It is for tlic provincial Governments to co-operate wuth the Centre 
in the carrying out of its policy, and any attempt to undermine the 
central sources of revenue would be detrimental to the highest 
interests of the country. 

On most of the questions under the purview of the provincial 
Government, each province must develop on separate lines best 
suited lo its environment. Considering the great diversity in the 
conditions of India, one may doubt the wisdom of leaving the 
formulation of iiolioy in such important matters to an all-India 
body of experts. Such a body may draw up certain general 
principles, but further questions will then arise as to the best 
me^ods of applying those prinoiples to local conditions In the 
vmuus parovinceei, «nd these can oidy be solved locally, 

” f * i I I .. r J I 
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There luo iiicloed iuuUovk, iuclu(lin{> even some of dirocf pro- 
viiieuil eoneoi'ii, ui wliicb iinifornuly belween pj'ovineo'i is esHenlial. 
rtoeiiil le<>isliilion is one oi them The coiniiift of the Congres'^ 
Paity into power roused {•real eAjjeeliilioiis Mninn'j llie work- 
in*} ehiHses thron‘}liont India, and Ihi'^ wa*! {lartly reaponsiblo 
lor the hiboiir froiililes that siuai aiose in most parts of the 
country. Tn iminy provmres Icpifilalion for re{>nlatin{> wagea and 
lioura of work is contemplated and plans for imemployinent insur- 
ance are also being drawn up. Such legi.sbition in one province 
in advance of othens may seriously handicap the industries of that 
province. Tn every way, it would therefore be desirable to make 
such legislation unifonn thiongbout the ooiintii, or at least in 
provinces which have analogous problems. In Canada social legis- 
lation is exclusively a firovincial subject, and this results in 
frequent clashes between the interests of different governments. 
Tn India social legislation is a conciiricnt subject, and as the 
central Government may not lake up the snbjcel for various 
reasons, it is essential that the legislation in the various provinces 
should be co-ordinated. 

On the other liiind, in many other matters, mneh may be 
gained by each province chalking out lines of reform for itself. 
In aduiiihatmlion (iiore is no belter method than Irial and error. 
Tf a measure succeeds iu one jirovinco, others may adopt it with 
modifications; if it fails, Iho experience will still be useful for 
the guidance of otlier provinces. In any case every province 
should have easy access to the results of the experience of others, 
and for lliis purpose lliore is a great need for a clearing house of 
inforiuatian in the central Governinant, which would carefully 
collect detailed accounts of all the measures undertaken in the 
various provinces and draw up periodical reports on the working 
of those measures. 


§9. Oonchision 

India has lately entered on n new political epoch. "Within two 
years of its introduction, Ih'ovincial Autonomy lias proved a suc- 
cess, at any rate from the financial standpoint. By making ihe 
welfare of the masses their prime concern, the new provincial 
Govenmionls have aroused a new hope among the common people, 
and, sustained by such a livmg hope, India may in future rise to 
much higher levels of economic and social attainment. Tlie conn- 
try is throbbing with life; there is a great urge everywhere for 
improvement. At this junctru’e, development on fairly uniform 
lines is very desirable from many points of view. If some pro- 
vinces or slates lag behind, the pace of progress of the rest of 
India will be hindered. To ensure a reasonable de^ee of uni- 
formity, there must be a co-ordinating authority, and in a country 
of such diveJ’sities as India, only a IPederaHon can fulfil that 
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function. Eedetation will not only ensure peace and unity within 
this buh-continent, but will also enable India to occupy her proper 
place in the British Commonwealth of Nations India which con- 
tains a fifth of the world’s population, is bound to attain a high 
place among the nations after federation, and this may strengthen 
the forces that are struggling for peace and ordered progress 
throughout the world. ManMnd is in the throes of a great 
struggle, and, if India is to play an honourable r61e in this 
struggle, she must pull herself together and rise above the clash 
of lace and creed and colour. She must become a united Federal 
Commonwealth, of which the numerous states as well as the eleven 
provinces will be integral parts. Is it too much to expect that 
this hope will soon be fulfilled? 
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FINANCE MEMBERS OF THE GOVERNMENT OF INDIA 






\eai 


Namt 


1860 

1861 

1862 

1863 

1864 
1866 

1866 

1867 

1868 

1869 

1870 

1871 

1872 

1873 

1874 

1875 

1876 

1877 

1878 

1879 

1880 

1881 

1882 

1883 

1884 

1885 

1886 

1887 

1888 

1889 

1890 

1891 

1892 
1898 
1894 
1896 

1896 

1897 
1698 
1689 


The Rl Hou James Wilson 
I The Rl lion Bamuel Lairif’ 

^ Sir Charles Tre\elyan, K.G B 
The Ei Hon M N Massey 

J 

' Sir Richard Temple, K C S I 

I Sir 'William Muir, K.0 S,I. 

■ 

► Sir John Sfcrachey, K,O.S 1 , 0 1.B 

1 Lord Cromer, 0 S I , C.I E (Major Evelyn 
j Baring). 

Sir Auckland Colvm, K.C.M.G., C.IE 
Sir James Westland, K G S.I. 

» 

► Sir David Barbour, EvC.S.I 

(• Sir JamOB Westland, K,C.SJ 


i 



\t>PENDlX B 


466 


Voai 


Name 


4900 

1901 

1902 

1903 

1904 

1905 '1 

1906 ( 

1907 ( 

1908 J 

1909 1 

1910 

1911 

1912 

1913 

1914 
1916 

1916 

1917 

1918 . 

1919 

1920 1 

1921 > 

1922 J 

1923 • 

1924 

1925 

1926 

1927 

1928 

1929 

1930 

1931 

1982 ■ 

1983 
1934 

1986 1 
1936 

1987 ■ 

1988 
1980 ... 


8ir Clmton Dawkins, K C B 

Hii JJJdwdid K G Law, K O.M.G , G 0 S.l 

8u Edward Bakei, K,C B I 

Sir Guy F Wilson, G.C.I.E . K O.B., K 0 M.G. 

Sir William Meyer. G C I E , K G S.l 

Sir James (now Lord) Meston, K. C.S I 

Sir Malcolm (now Lord) Ilailey, KOS.I., O.I.E 

Sir Basil P BlaokeU, K.O.B , K.O S I 


Sir Geoige Schuster, Iv G M,G., C.B E , M 0 , K C S I. 

Sir F James Gngg, K G.B.. K 0 S.l 
Sir A J Eaiainon, K C T E., I C.S. 
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GOVERNMENT OP INDIA ACT, 1935 
PART VU 

PA]\riNE, PROPERTY CONTRACTS AND HUITS 

CHAPTER I 
FINANCE 

Dtttribution of Revenues bettoetn the Ftdeiaiion and the 
Federal Units 

186. Subject to the following piovisioiis ol this chaptei wi 
respect to the assignment of the whole oi pail of the net pioeee 
of certain taxes and duties to Provinces and Fedeiated States, a' 
subject to the provisions of this Act with lespeot to the Pedej 
Eailvay Authority, the expiesaion ‘revenues of the Fedeuitioi 
includes all levenues and public moneys, laisod oi leoeivcd k 
the Fedeiation, and the expiession ‘ levcnues of the Ihovmec 
includes all revenues and public moneys raised or received by 
Piovmce. 

187. Duties in respect of succession to property other tha 
agiicultural land, such stamp duties as aie mentioned in the Peder 
Legislative List, terminal taxes on goods or passengeis earned b 
railway, or air and taxes on railway fares and freights, shall be levic 
and collected by the Fedeiation, but the net proceeds m any finanoi. 
year ot any such duty or tax, except in so far as those proceeo 
represent proceeds attiibutable to Chief ConamisBioners’ Provinces 
shall not form part of the revenues of the Federation, but shall bij 
assigned to the Piovinoes and to the Federated States, if any, withn| 
which that duty or tax is leviable in that year, and shall be distr’, 
buted among the Provmoes and those States m accordance with sue 
principles of distribution as may be toimulated by Act of the Federe 
Legislature 

Provided that the Federal Legislature may at any time morease 
any of the said duties or taxes by a surcharge for Federal purposed 
and the whole proceeds of any suoh surcharge shall form part of the 
revenues of the Federation. 

188. (1) Taxes on income other than agricultural income shall 
be levied and coUected by the Federation, but a prescribed percentage 
pf the net proceeds m any financial year of any such tax, except m 
eo far as those proceeds represent proceeds attributable to Chief 
Commissioners' Provinces or to taxes payable in respect of Federal 
emdumentS) shall not form part of the revenues of the Federation, ^ 

shdll he^ assigned to the Provinces and to the Federated States, 
w;thitt whii^ that t^x is leviable in that year, shell 
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chbliiliutt'd diiwmg (he Trovnu'es and Ihobe States lu such manner 
as may be picscribed 

IhoTidoil that — 

(a) the puroontagc oiiginolly prescnbad under this sub-section 

shall not be increased by any subsequent Ordei in Council ; 

(b) the Pederol Legislature may at any time incieaso the said 

taxes by a surcharge for Federal puiposes and the whole 
proceeds of any such surcharge shall form part of the 
revenues of the Federation 

t2) N'otwithstauding anythmg m the pieoeding sub-section, (he 
jfll^iou may letaiu out oi the moneys assignetl by that sub-section 
Provinces and States — 

(a) lu CHoli yoai ol a piosciibid period snob sum as may be 

prescribed; and 

(b) m each year of a further prescribed period a sum less than 

that retained in the preceding year by an amount, being 
the same mnouiil m «.icli ■^enr, so oaloulntod that the 
sum to be relamed in the last year of the period will be 
equal to the amount of each such annual reduction 

Provided that — 

(i) neither of the periods originally prescribed shall be reduced 
by any subsoquont Older in Council 
(li) the Governor-General in bis discretion may in any yeni 
of the second prescribed period direct that the sum to 
be retained by the Federation in that year shall be the 
sum retained in the preceding year, and that the second 
prescribed period shall be correspondingly extended, but 
he shall not give any suoh direction except after consul- 
tation with such lepresentatives of Federal, Provincial 
and State interests as he may tbinh desirable, nor shall 
he give any suoh direction unless he is satisfied that the 
maintenance of the financial stability of the Federal 
Government requires him so to do. 
j (8) Where an Act of the Federal Legislature imposes a sur- 
;ihaige for Federal purposes under this section, the Act shall provide 
^or the pajunent by each Federated State in which taxes on income 
ye not leviable by the Federation of a contribution to the revenues 
u the Federation assessed on suoh basis as may be piesciibed with 
J view to seourmg that the contribution shall be the equivalent, as 
tear as may be, of the net proceeds which it is estimated would 
lesult from the surcharge if it were leviable in that State, and the 
ftate shall become liable to pay that contribution accordingly. 

(4.) In this section — 

‘ taxes on income ’ does not include a corporation tax; 
piescribed ’ means preeonbed by His Majesty in Council; 
and 

Federal emoluments ’ includes all emoluments and pen- 
sions payable out of the revenues of the Federation or 
of the Federal Bailway Authority in respect of which 
income-tax is ohatgaable. 

489i‘ (1) Oo^poraidon tax shell not be levied by the Federation 
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in any Federated State until ten years have elapsed from the 
establishment of the Federation. 

(2) Any Federal law providing for the levying of corporation 
tax shall contain provisions enabling the Buler of any Federated 
State in which the tax would otherwise be leviable to elect that the 
tax shall not be levied in the State, but that in lieu thereof there 
shall be paid by the State to the revenues of the Federation a con- 
tribution as near as may be equivalent to the net proceeds which 
it is estimated would result from the tax if it were levied in the 
State. 

(3) Where the Euler of a State so elects as aforesaid, the 
offtoers of the Federation shall not call for any information or returns 
from any corporation m the State, but it shall be the duty of the 
Euler thereof to cause to be supplied to the Auditor-General of India 
such information as the Auditor-General may reasonably require to 
enable the amount of any such contribution to be determined. 

If the Buler of a State is dissatisfied with the determination as 
to the amount of the contribution payable by his State in any 
financial jear, he may appeal to the Federal Court, and if he 
establishes to the satisfaction of that Court that the amount deter- 
mined is excessive, the Court shall i educe the amount accordingly 
and no appeal shall lie from the decision of the Court on the 
appeal. 

140 (1) Duties on salt, Federal duties of excise and export 

duties shall be levied and collected by the Federation, but if an 
Act of the Federal Lemslature so provides, there shall be paid out 
of the revenues of the Federation to the Provmces and to the Fede- 
rated States, if any, to which the Act imposing the duty extends, 
sums equivalent to the whole or any part of the net proceeds of 
that duty, and those sums shall be distributed among the Provinces 
and those States in accordance with such principles of distribution 
as may he formulated by the Aot. 

(2) Notwithstanding anything in the preceding sub-section, one 
half, or such greater proportion as His Majesty m Council may 
determine, of the net proceeds in each year of any export duty on 
jute or jute products shall not form part of the revenues of the 
Federation, but shall be assigned to the Provinces or Federated 
States in which jute is grown in proportion to the respective amounts 
of jute grown therein. 

141. (1) No Bill or amendment which imposes or varies any 
tax or duly in which Provinces are interested, or which varies the 
meaning of the expression ' agricultural income ' as defined for the 
purposes of the enactments relating to Indian income-tax, or which 
affects the principles on which under any of the foregoing ptoviBions 
of this chapter moneys are or may be distributable to Provinces or 
States, or which imposes any such Federal surcharge as is mentioned 
in the foregoing provisions of this chapter, shall be introduced or 
moved in eithei; Chamber of the Federal Legislature except with the 
previous sanction of the Governor-General in his discretion. 

(2) The Governor- General shall not give his sanction to the 
iutroduotion of any Bill or the moving of any amendment impdsing 
in any year any such Federal surcharge as aforesaid unless he 
sa&fied that all psaoticable economies and all practicable measures' 
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for otherwise increasing the pioceeds of federal taxation or the 
portion thereof retainable by the Federation would not result in the 
balancing of Federal receipts and expenditure on revenue account in 
that year. 

(3) In this section the expiessioii ‘ tax or duty m which Pro- 
vinces are interested ’ means — 

(a) a tax or duty the whole or part of the net proceeds whereof 

are assigned to any Province; or 

(b) a tax or duty by reference to the net proceeds whereof- sums 

are for the time being payable out of the revenues of the 

Federation to any Provinces. 

142. Such sums as may be presonbed by His Majesty in Council 
shall be charged on the revenues of the Federation in each year as 
grants in aid of the revenues of such Provinces as His Majesty may 
determine to be in need of assistance, and different siiros may be 
proscribed for different Provinces- 

Provided that, except in the case of the North-West Frontier 
Province, no grant fixed under this section shall be increased by a 
subsequent Order, unless an address has been presented to the 
Governor-General by both Chambers of the Federal Legislature for 
submission to His Majesty praying that the increase may be made. 

143 (1) Nothing in the foregoing provisions of this chapter 

affects any duties or taxes levied in any Federated State otherwise 
than by virtue of an Act of the Federal Legislature applying in the 
State. 

(2) Any taxes, duties, cesses or fees which, immediately before 
the commencement of Part HI of this Act, were being lawfully 
levied by any provincial Government, municipality or other local 
authority or body for the purposes of Uie Province, municipality, 
district or other local area under a law in force on the first day of 
January, nineteen hundred and thirty-five, may, notwithstanding that 
those taxes, duties, cesses or fees are mentioned in the Federal 
Legislative List, continue to be levied and to be applied to the same 
purposes until provision to the contrary is made by the Federal 
Legislatui'e. 

144. (1) In the foregoing provisions of this chapter ' net pro- 
ceeds ' means in relation to any tax or duty the proceeds thereof 
reduced by the cost of collection, and for the purposes of those pro- 
visions the net proceeds of any tax or duty, or of any port of any 
tax or duty, in or attributable to any area shall be ascertained and 
certified by the Auditor-General of India, whose certificates sliall be 
final. 

(2) Subject as aforesaid, and to any other express provision of 
this chapter An Act of the Federal Legislature may, in any case 
where under this Part of this Act the proceeds of any duty or tax 
are, or may be, assigned to any Province or State, or a contribution 
is, or may be, made to the revenues of the Federation by any State, 
provide for the manner in which the proceeds of any duty or tax 
afid the amount of any oonixibution are to be caloifiated, for the 
. lames in each year and the manner at and in which any payments ate 
ti? (be made, for the making of adjustments between one financial 
^yW.and another, and for any other incidental o* ancillary matters. 
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The Crown and the States 

145. There ehall be paid to His Majesty by the Federation in 
each year the sums stated by His Majesty’s Eepresentative for the 
exercise of the functions of the Grown m its relations with Indian 
States to be required, whether on revenue account or otherwise, 
for the discharge of those functions, including the making of any 
payments m respect of any customary allowances to members of 
the family or servants of any former Euler of any teiritories in 
India. 

140. All cash contributions and payments in respect of loans 
and other payments due from or by any Indian State which, if this 
Act had not been passed, would have formed part of the revenues 
of India, shall be received by His Majesty, and shall, if His Majesty 
has so directed, be placed at the disposal of the Federation, but 
nothing in this Act shall derogate from the right of His Majesty, 
if he thinlrs fit so to do, to remit at any time the whole or any part 
of any such contributions or payments. 

147. (1) Subject to the provisions of sub-section (8) of this 

section, His Majesty may, in signifying his acceptance of the Instru- 
ment oi Accession of a State, agree to remit over a period not 
exceeding twenty years from the date of the accession of the State 
to the Federation any cash contributions payable by that State 
(2) Subject as aforesaid, where any territories have been volun- 
tarily ceded to the Crown by a Federated State before the passing 
of this Act — 

(а) in retm-n for specific military guarantees, or 

(б) in return for ttie discharge of the Slate from obligations to 

provide military assistance, 

there shall, if His Majesty, in sigui^ng his acceptance of the Instru- 
ment of Accession of that State, so diroots, be paid to that State, 
but in the first mentioned case on condition that the said guarantees 
are waived, such sums as in the opinion of Hie Majesty ought to be 
paid m respect of any such cession as aforesaid. 

(8) Eotwithatanding anything in this section — 

(a) every such agreement or direction as aforesaid shall be such 
as to secure that uo such remission or payment shall 
be made by virtue of the agreement or direction until the 
Provinces have begun to receive moneys under the sec- 
tion of this chaptOT relating to taxes on income, and, in 
the case of a remission, that the remission shall be com- 
plete before the expiration of twenty years from the date 
rf the accession to the Federation of the State in ques- 
tion, or before the end of the second prescribed perigd 
referred to in sub-section (2) of the said section, which- 
ever first occurs; and 

(h) no contribution shall be remitted by virtue of any such 
agreement save in ao far as it exceeds the valite of any 
. Pi’tyilegs or immunity enjoyed by the State; and 
(e) m fixing the amoimt oi any payments in respdot at ceded 
temtories, account shah be taken of the value of any 
such privilege or inmaunity^ , i ' * r 
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_ This soclioii iliall apply in the case of any cash contribu- 

tions the habihiy for which has before the passing of this Act been 
discharged by iinymeni of a capital sum or sums, and accordingly 
His Majesty may agree that the capital sum or sums so paid shall 
be repaid either by instalments or otherwise, and such repayments 
shall be deemed to be remissions for the purposes of this section 
(6) In this chapter ‘ cash contributions ’ means — 

(а) periodical contributions in acknowledgment of the suserainty 

of His Majesty including contributions payable in con- 
nexion with any arrangement for the aid and protection 
of a State by His Majesty, and contributions in commu- 
tation of any obligation of a State to provide military 
asBistanco to His Majesty, or in respect of the main- 
tenance by Hia Majesty of a special force for service in 
connexion with a State, or in respect of the maintenance 
of local military forces or police, or in respect of the 
expenses of an agent; 

(б) periodical contribuiions fixed on the creation or restoration 

pf a State, or on a re-grant or increase of territory, 
including annual payments for grants of land on perpetual 
tenure or for equalization of the value of exchanged 
territory; 

(c) periodical contributions formerly payable to another State 
but now payable to His Majesty by right of conquest,' 
assignment or lapse. 

(6) In this chapter ‘ prmlege or immunity ’ means any such 
right, privilege, advantage or immunity of a financial character as 
is hereinafter mentioned, that is to say— 

(a) rights, privileges or advantages in respect of, or connected 

with, the levying of sea customs or the production and 
sale of imtaxed salt; 

(b) sums receivable in respect of the abandonment or surrender 

of the right to levy internal customs duties, or to produce 
or manufacture salt, or to tax salt or other commodities 
or goods in transit, or sums receivable in lieu of grants of 
free salt; 

(c) the annual value to the Buler of any privilege or territory 

granted in respect of the abandonment or surrender of 
any such right as is mentioned in the last preceding 
paragraph; 

(d) privileges in respect of free service stamps or the free 

carriage of State mails on government business; 

(e) the privilege of entry free from customs duties of goods im- 

ported by sea and transported in bond to the State in 
questiofi; and 

(f) the right to issue currency notes; 

not being a right, privilege, advantage or immunity surrendered upon 
the^ accession of the State, or one which, in the opinion of His 
Majesty, for any other reason ought not to be taken into account for 
the purposes of this chapter. 

.. (7) An Instrument of Accession of a State Shall not be deftTnind 
to b? suitable for aooeptanoe by His Majesty, vmlesi it contains such 

* e 
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particulars as appear to His Majesty to be necessary io enable duo 
effect to be given to the provisions of this and the next but one 
succeeding sections, and in particular provision for doiormming from 
time to time the value to be attributed for the purposes of those 
provisions to any privilege or immunity the value of which is fluctu- 
ating or uncertam. 

148. A.ny payments made under the last preceding section and 
any payments heretofore made to any State by the Governor-General 
in Council or by any Local Government under any agreements made 
with that State before the passing of this Act, shall be charged on 
the revenues of the Federation or on tho revenues of the corresponding 
Province under this Act, as the case may bo. 

149. Where under the foregoing provisions of this chapter there 
is made m any year by the Federation to a Federated State any 
payment or distribution of, or calculated by reference to, the net 
proceeds of any duty or tax, tho value in and for that year of any 
privilege or immunity enjoyed by that State in respect of any former 
or existing source of revenue hum a similar duty or tax or from 
goods of the same kind, being a privilege or immunity which has 
not been otherwise taken into account shall, if and in so far as the 
Act of the Federal Legislature under which the payment or distri- 
bution is made so provides, be set off against the payment or 
distribution. 


Misoellaneous Financial Provmonn 

160. (1) No burden shall be imposed on the revenues of the 
Federation or the Provinces except for the purposes of India or some 
part of India. 

(2) Subject as aforesaid, the Federation or a Province may 
make ^ants for any purpose, notwithstanding that the purpose is 
not one with respect to which the Federal or the Provincial Legis- 
lature, as the case may be, may make laws. 

151. (1) Buies may be made by the Governor-General and by 
the Governor of a Province for the purpose of securing that all 
moneys received on account of the revenues of the Federation or of 
the Province, as_ the ease may be, shall, with such exceptions, if any, 
as may be specified in the rules, be paid into the public account of 
the Federation or of the Province, and the rules so made may pre- 
scribe, or authorise some person to prescribe, the procedure to be 
followed in respect of tiie payment of moneys into the said account, 
the withdrawal of moneys therefrom, the custody of moneys therein, 
and any other matters connected with or ancillary to the matters 
aforesaid. 

(2) In the exercise of his powers under this section the Governor- 
General or a Governor shall exercise his individual judgment. 

162. ^1) The functions of the Governor-General with respect to 
the following matters shall be exercised by him in his discretion, that 
is to say— 

(a) the appointment and repioval from ofhoe of the Governor 
and Deputy-Governors of the Beserve Bapk of India, the 
approval of their salaries and allowances, and fhfe fixing 
of their iajms of office j 
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(6) the appomiment of an ofhoiatmg Governor or Deputy- 
Governor of the Bank; 

(c) tho suporsession of the Central Boarrl of the Bank and any 

action oonaequenfc thereon; and 

(d) the liquidation of the Bank. 

(2) In nominating directors of the Eeservc Bank of India and 
in removing from office any director nominated by him, the Governor- 
General shall exorcise his individual judgment. 

163. No Bill or amendment which affects the coinage or cui'rency 
oi the Federation or tho constitution or functions of the Eeserve 
Bank of India shall be introduced into or moved in either Chamber 
of the Fedoral Legislaturo without the previous sanction of the 
Governor-General in his discretion. 

164. Property vested in His Majesty for purposes of the govern- 
ment of the Federation shall, save m so far as any Federal law may 
otherwise provide, be exempt from all taxes imposed by, or by any 
authority within, a Province or Federated State’ 

Provided that, until any Federal law otherwise provides, any 
property so vested which was immediately before the commencement 
of Part III of this Act liable, or treated as liable, to any such tax, 
shall, so long as that tax continues, continue to bo liable, or to be 
treated as liable, thereto. 

155. (1) Subject as hereinafter provided, the Government of a 

Province and the Euler of a Federated State shall not be liable to 
Federal taxation in respect of lands or buildings situate in British 
India or income accruing, arising, or received in British India: 

Provided that— 

(a) ■where a trade or business of any kind is carried on by or 

on behalf of the Government of a Province in any ^art of 
British India outside that Province or by a Euler in any 
part of British India, nothing in this sub-section shall 
exempt that Government or Euler from any Federal 
taxation in respect of that trade or business, or any ope- 
rations connected therewith, or any income arising in 
connexion therewith, or any property occupied for the 
purposes thereof; 

(b) nothing in this sub-section shall exempt a Euler from any 

Federal taxation in respect of any lands, buildings or 
income being his personal property or personal income. 

(2) Nothing in this Act affects any exemption from taxation 
enjoyed as of right at the passing of this Aot by the Euler of an 
Indian State in respect of any Indian Government securities issued 
before that date. 

166. 'Where under the provisions of this Act the expenses of 
any court or commission, or the pension payable to or in respect 
of a person who has served under the Crown in India, are charged 
on the revenues of the Federation or the revenues of a Province, 
then if — 

(a) in the case of a charge on the tevennes of the Federation, 
the court or commission serves any of the separate needs 
of a Province, or the person has served wholly or in part 
in connexion with ths affairs of a pkovinoe, or 
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(b) in the oese of a charge on the revenues of a Province, the 
court or oommiaaion serves any of the separate needs of 
the Pederation or another Province, or the person has 
served wholly or in part in connexion with the affairs of 
the Federation or another Province, 
there shall be charged on and paid out of the revenues of the Province 
or, as the case may be, the revenues of the Federation or of the 
other Province, such contribution in reapoct of the expenses or pension 
as may be agreed, or as may in default of agieement be determined 
by an arbitrator to be appointed by the Chief Justice of India. 

167. (1) The Federation and every Province shall secure that 
there are from time to time in the hands of the Secretary of State 
Buf&cient moneys to enable him to make such payments as he may 
have to make in respect of any liability which falls to be met out 
of the revenues of the Federation or of the Province as the case 
may be. 

(2) Without prejudice to iheir obligations under the preceding 
sub-section, the Federation and every Province shall secure that there 
are from time to time in the hands of the Secretary of State and 
the High Commissioner sufficient moneys to enable payment to be 
made of all pensions payable out of the levennes of Iho Federation 
or the Province, as the ease may be, in the United Kingdom or 
through officers accounting to the Secretary of State or to the High 
Commissioner. 

168. (1) His Majesty in Council may make such provisions as 
may appear to him to be necessary or proper for defining and regu- 
lating the relations between the monetary systems of India and Burma 
and for purposes connected with or unoillary to those purposes, and 
in particular, but without prejudice to the generality of this section, 
such provision as may appear to His Majesty to be necessary or 
proper for the purpose of giving effect to any arrangements with 
respect to the said matters made before the commencement of 
Part in of this Act with the approval of the Secretary of Stale by 
the Governor of Burma in Cotinoil with the Governor-General in 
Council or any other persons. 

(2) Any sums required by an Order under this section to be 
paid by the Federation shall be charged on the revenues of the 
Federation. 

159. His Majesty in Council may make provision for the grant 
of raHef from any Federal tax on income in respect of income taxed 
or taxable in Burma. 

ICO. With ii view to preventing undue disturbance of trade 
between India and Burma in the period immediately following the 
separation of India and Burma and with a view to safeguarding the 
economic interests of Burma during that period, His Majesty may 
by Order in Council give such directions ns he thinks fit for those 
purposes with respect to the duties which are, while the Order is 
in force, to be leined on goods imported into or exported from India 
or Burma and with respect to anoiilary and related matters. 
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OHArTBE IT 
BOEEOWINO AND AUDIT 
Borrowing 

161. Upon the commencement of Part III of this Act all powers 
rested in the Secretary of State m Council of borrowing on tho 
security of the revenues of India shall cease and determine, but 
nothing in this section affects the provisions of Pait XIII of this 
Act with respect to borrow'ing in sterling by the Secretary of 
State. 

162. Subject to the provisions of Part XIII of this Act with 
respect to borrowing in sterling, the executive authority of the fede- 
ration extends to borrowing upon the security of the revenues of the 
Federation within such limits, if any, as may from time to time be 
6xed by Act of the Federal Legislature and to the giving of guarantees 
within such limits, if any, ns may be so fixed. 

163. (1) Subject to the provisions of ibis section, the executive 
authority of a Province extends to borrowing upon the security of 
the revenues of the province within snob limits, if any, as may 
from limo to time be fixed by the Act of the Provincial Legislature 
and to the giving of guarantees witliin such limits, if any, as may 
be so fixed. 

(2) Tho Federation may, subfecl to such conditions, if any, as 
it may think fit to impose, make loans to, or, so long as any limits 
fixed under the last preceding section are not exceeded, give guarantees 
in respect of loans raised by, any Province and any sums required 
for the purpose of making loans to a Province shall be charged on 
tho revenues of the Federation. 

(3) A Province may not without Uie consent of tho Federation 
borrow outside India, nor without the like consent raise any loan 
if there is still outstanding any paid: of n loan made to the Province 
by the Federation or by tho Governor- General in Council, or in 
respect of which a guarantee has been given by the Federation or by 
the Governor-General in Council. 

A consent under this sub-section may be granted subject to such 
conditions, if any, as the Federation may think fit to impose, 

(4) A consent required by the last preceding sub-section shall 
not he unreasonably withheld, nor shall the ' Federation refuse, if 
sufficient oauso is shown, to make a loan to, nr to give a guarantee 
in respect of a loan raised by, a Province, or seek to impose in 
respect of any of ihe matters aforesaid any condition which is iin- 
teasonable, and, if any dispute arises whewier a refusal of consent, 
or a refusal to make a loan or to give a guarantee, or any condition 
insisted upon, is or is not justifiable, the matter sbaU be referred 
to the Governor-General and the decision of the Governor-General in 
hia discretion shall he final. 

164. The federation may, subject to such conditions, if any, as 
it may think fit to impose, make loans to, or, so long as any lifnlts 
nxei^ under the last but one preceding seoMon are not exceeded, give 
^ijiar^tees Jn respect of loans raised by, any Federated, State, 
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166, (1) Tlip Golouial titoek Acta, 1877 to 1000, ahall, notwilh- 
Btanding anything to the (ioatrni’y in those Acts, <i})]ily in relotion to 
sterling stock issued after the estabhahmont of tlie h’ederotion and 
Coming part of the pubho debt of the Federation as they apply m 
relation to stock forming part of the public debt of any British 
Possession mentioned in those Acts, so however ihnt nothing in 
section twenty of the Colonial Slock Act, 1877 shall be construed 
as compelling a person desirous of bringing proceedings to proceed 
in the manner therom specified and that, until Pa.rliiiment otherwise 
determines, any conditions prescribed by the Treasury under section 
two of the Colonial Stock Act, 1900, shall be doemed to have been 
complied with with lespeet to all such stock so issued by the 
Federation. 

(2) The expression ‘ colonial stock ’ in section eleven of the 
Trusts (Scotland) Act 1921, shall include any stock in relation to 
which the said Acta apply by virtue of this section, 

(3) Tn paragraph (d) of subsection (1) of section one of the 
Trustee Act, 1926, the words ‘ or any other seourities the interest in 
sterling whereon is payable out of, and charged on, the revenues of 
India ’ shall be repealed • 

Provided that, notwithstanding an.ythmg in this Act, any seouri- 
ties which by virtue of the said words ware irumediatelv before the 
commencement of Part IIT of this Act securities in which a trustee 
might invest trust funds shall conlinue lo be securilies in which n 
trustee may invest snoh funds. 


Audit and Accounts 

166. (1) There shall be an Audltoi'-General of India, who shall 
bo appointed by His Majesty and shall only he removed from office 
in like manner and on the like grounds ns a judge of the Federal 
Court. 

(2) The conditions of service of the Auditor-General shall be 
such as may be prescribed by His Majesty in Council, and he shall 
not be eligible for further office under the Crown in India after 
he has ceased to hold his office: 

Provided that neither the salary of an Audiior-General nor his 
*1? Isave ol ahaeno 0 , pension or ege of retirement 

snell be varied to his disadvantage after his appointment, 

(8) The Auditor-General shah perform such duties and exercise 
® relation to the accounts of the Federation and of 
Provides as may be presciibad by, or by rules made under, an 
Order of His Majesty in Council, or by any subsequent Act of the 
hederal liegislature varying or extending sueh an Order: 

i, M ““ei'^ent for the purpose aforesaid 
snail be introduced or moved without the previous sanction of the 
Uovemor-General in Ms discretion, 

(4) The salary, allowances and pension payable to or in respect 
of an Auditor-General_ shall be charged on the revenues of the Fade- 
ratian, and the salaries, allowances and pensions payable to or in 
respe^ of members of his, staff shall be paid out of thosa reyeaues. 

Provmoial Legislature after the expiration of two 
years from the conmenoement of Part III of this Act pasBes 
Act ohtogmg the saltey of an Auditor-General for that Pr'^oo on 
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the revenues of the Proviuco, an Auditor- General of the Province may 
be appointed by lIis Majesty to perform the same duties and to 
exercise the same powers in i elation to the audit of the accounts of 
the Provmce ns would be peilormed and exercised by the Auditor- 
General of India, it an Auditor-General of the Province had not been 
appointed . 

Provided that no appointment of an Auditor-General m a Pro- 
vince shall be made until the expiration of at least three years from 
the date of the Act of the Provincial Legislature by which provision 
is made for an Auditor-General of that Province. 

(2) The provisions of the last pieoediug section shall apply in 
relation to the Auditor- General of a Province and hie staff as they 
apply in relation to the Auditor-Goneral of India and his slafE, subject 
to the followmg modifications, that is to say — 

(a) a person who is, or lias been, Auditor- General ol a Provmce 
shall be eligible for appointment as Auditor- General of 
India, 

(h) in sub-section (3) of the said section, for the reference to 
the Federal Legislature Lliere shall be substituted a 
reference to tbe Provincial Legislature, and lor the refer- 
ence to the Governor-General there shall be substituted a 
reference to the Governor; and 
(c) in sub-section (4) of the said section for the reference to the 
revenues of the Federation there shall be substituted a 
reference to the revenues of the Province: 

Provided that nothing in this section shall derogate from the 
power of the Auditor-General of India to give such dneotions in 
respect to tbe accounts of Provinces as ore mentioned in the next 
succeeding section. 

168. The uooounts of the Podaration shall be kept in such form 
as the Auditor-General of India may, with the approval of the 
Governor-General, prescribe and in so far as the Auditor-General of 
India may, with the like approval, give any directions with regard 
to the methods or principles in accordance with which any aocoimts 
of Provinces ought to be kept, it shall be the duty of every Provincial' 
Government lo cause accounts to be kept accordingly. 

169. The reports of the Auditor-General of India relatmg lo the 
accounts of the Federation shall be submitted to the Governor- 
General, who shall cause them to be laid before the Federal Legis- 
lature, and the reports of the Auditor- General of India or of the 
Auditor-General of the Province, as the case may be, relating to 
the accounts of a Province shall be submitted to the Governor of the 
Province who shall cause them to be laid before the Provincial 
Legislature. 

170. (1) There shall be an Auditor of Indian Home Accounts who 
shall be appointed by the Governor-General in his discretion and 
s h all only be removed from ofBice in like manner and on the like 
grounds as a judge of the Federal Court. 

(2) The conditions of service of the Auditor of Indian Home 
Accounts shall be such as may be prescribed by the Governor-General 
in hi$ diiseretion: 

provided that neither the salary of an Auditor of Indian Home 
ApqountS' nor tis rights in respect of leave of^absence, pension qJr 
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age of retirement bhall bo varied to his disadvantage after his 
appointment. 

(3) The Auditor of fiidiaii Home Accounts shall perforin such 
duties and exercise such powers in relation to Irans actions in the 
United Kingdom afieotmg the revenues of the Federation, of thi 
Federal Eailway Authority, or of any Vrovinoe, as may be pre- 
scribed by, or by rules made under, an Order of Eis Majesty in 
Council, or by any Act of the Federal Legislature varying or extendiu 
such an Order: 

Provided that uo Bill or amendment for the purpose aforesaii 
shall be introduced or moved without the prior sanction of th 
Governor-General in his discretion. 

(4) The reports of the Auditor of Indian Home Accounts relat' 
ing to such transactions as aforesaid shall be submitted to the Auditor- 
General of Tndia, or, in the case of transactions affecting the revenues 
of a Province Avhich has an Auditor-General, to the Auditor-General 
of tlie Province, and shall be, included by any such Auditor-General 
in the reports which under this Part of this Act he is required to 
submit to the Governor-General or, us the case may be, to the' 
Governor. 

(5) The Auditor of ludiaii Home Accounts shall be subject to 
the general superintendence of the Auditor-General of India. 

(6) The salary, allow .mces and pension payable Lo or in respect 
of the Auditor of Indian Homo Accounts shall be charged on the 
revenues of the Federation, and the salaries, allowances and pensions 
payable to or in respect of members of his staff shall be paid out of 
those revenues. 

(7) His Majesty in Oounoil may require the Auditor of Indian 
Hoipo Accounts to perform in relation to Burma all or any of the 
functions which he performs in relation to India, and may fix the 
payments to be made in respeot of his seivices from the revenues 
of Burma to the revenues of the Federation, and may malce such 
incidental and consequential provision as may appear to him to be 
proper, 

171. The accounts relating lo the discharge of the functions of 
the Grown in its relations with Indian States shall be audited by the 
Auditor-General of India, or, in so far as those accounts concern 
transactions m the United Kingdom, by the Auditor of Indian Home 
Accounts acting on his behalf and under his general superintendence, 
and the Auditor-General of India shall mate to the Secretary of 
State annual reports on the accounts so audited by h jm or on his 
behalf. 
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GOVERNMENT OF INDIA ACT, 1936 

BbVDNTH yOHBDULE 
Legislative Lists 
List 1 

Federal Legislative List 

I 1. Hie Majesty’s naval, military and air loroes borne on the 
Indian establishment and any other armed force raised in India by 
the Crown, not being foroes raised lor employment in Indian Stales 
ir military or armed police maintained by Provincial Governments; 
any armed lorcos wliioh ace not forces of His Majesty, but are 
attached to or operating with any ot His Majesty’s naval, militai'y 
rr air forces borne on the Indian establiHliment; ei'iitral intelligence 
Inireau; pruvuiitive dotuntion ni Dritish Inrlia for roasons of State 
oonnectofi with dclenco, oxternal affuirs, or the discharge of the 
fiuiotions of the Crown in its relations with Indian States. 

2. Naval, military and air force works; local self-government in 
cantomuont areas (not being cautoiiiuent areas of Indian State 
troops) the rogulatiou of house acoommodutiou in such areas, and, 
within Eritisli India, the delimitation ol sucli areas. 

8. Extoi'iial nflairs; the implouionting of treaties and agreements 
with other oountrias; extradition, indudiug the surrender of criminals 
and aoonsod persons to pai'ls of His Majesty’s dominions outside 
India. 

4. Boclesiaetioal affairs, including European oemetexies. 

6. OvuTency, coinage and legal tender. 

6. Public debt of tho Federation 

7. Posts and lelegraphs, including telephones, wheless, broad- 
casting. and other like forms of communication; Post Office Savings 
Bank. 

8. Fedei’al Public Services and Federal Public Service 
CommisBion. 

9. Federal pensions, that is to say, pensions payable by the 
Federation or out of Federal revenues. 

10. Works, lands and buildiags vested in, or in the possession 
of, His Majesty for the purposes d the Federation (not being naval, 
military or air force works), but, as reg^ds property situate in a 
Province, subject always to Provincial legislation, save in so far as 
Federal law otherwise provides, and, as regards property in a Fede- 
rated State held by virtue of any lease or agreement with that State, 
subject to the terms of that lease or agreement. 

11. The Imperial Library, the Indian Museum, the Imperial War 
Museum, the victoria Memorial, and any similar institution con- 
trolled ot financed by .the Federation. 
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12. Federal agenoiefs and mstitutea for the following purposes, 
that is to say, for research, for professional or teohnical training, or 
for the promotion of special studies. 

13. The Benares Hindu University and the Aligarh Muslim 

University. , 

14. i’ho Survey of India, the Geological, Botanical and ^ Zoolo.- 
gical Surveys of India, Federal meteorological organizations. 

15. Aniiient and historical monuments; archaeological sites and 


remains, 

16. Census. 

17. Admission into, and emigration and expulsion from, [pdia, 
including in relation thereto the regulation of the movements in India 
of persons who are not British subjects domiciled in India, subjects 
of any Federated State, or British subjects domiciled in the United 
Kmgdom; pilgrimages to places beyond India. 

18. Port quarantine; seamen’s and marine hospitals, and hos- 
pitals connected with port quarantine 

19. Impoidj and export across customs frontiers as defined by the 
Federal Government. 

20. Federal railways; the regulation of aU railways other than 
minor railways in respecl ot safety, maximum and minimum rates 
and fares, station and service terminal charges, interchange of traffic 
and the responsibility of railway administrations as carriers of goods 
and passengers; the regulation of minor railways in respect of safety 
and the responsibility of the administralious of such railways as 
carriers of goods and passengers. 

21. Maritime shipping and navigation, including shipping and 
navigation on tidal waters; Admiralty jurisdiction. 

22. Major ports, that is to say, the declaration and delimitation 
of such ports, and the constitution and powers of Port Authorities 
therein. 

23. Fishing and fisheries beyond territorial waters. 

24. Aircraft and air navigation; the provision of aerodi’omos; 
regulation and organisation of air traffic and of aerodromes. 

26, Lighthouses, including lightships, beacons and other provi- 
sion for the safety of shipping and aircraft. 

26. Carriage of passengers of goods by s6a or by air. 

27. Copyright, inventions, designs, trademarks and merchandise 
marks. 

28. Cheques, bills of exchange, promissory notes and other lilce 
instruments. 


29, Arms; firearms; aramuniliou. 

30. hlxplosives. 

81. Opium, so far as regards cultivation and manufacture, or 
sale for export. 


Cl other liquids and substances declared by 

Feda’sl law to be dangerously infiammable. so far as regards posses- 
sion, storage and transport. ^ 

_ 83, Corporations, that is to say, the inooiporation, regulation and 
windmg-m) of trading coi-poralions, including bankmg, insurance and 
j u tiut not including ooiperations owned or con- 

trolled by a Federated State and carrying on bnsineBs only '^thin 
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tlmfc State or co-oporativo sociutiea, and of corporations, wUetlier 
trading or not, with objects not conlined to one unit. 

34. Development of industries, where development under Poderal 
control is declared by Federal law to be expedient in the public 
interest. 

35. Eeg Illation ol labour aud safely in mines and oildelds. 

36. Begulation of mines and oilfields and mineral development to 
the extent to which such regulation and development under Federal 
control is declared by Federal low to be expedient in the public 
interest. 

37. The law of insurance, except as respects insurance under- 
taken by a Federated State, and the regulation of the conduct of 
insurance business, except as respects business undertaken by a 
Federated State; Government insurance, except so far as undertaken 
by a Federated State, or, by virtue of any entry in the Pro- 
vincial Legislative List or the Concurrent Legislative List, by a 
Province. 

88. Banking, that is to soy, the conduct of banking business by 
corporations other than corporations owned or controlled by a Fede- 
rated State and carrying on business only within that State. 

39. Extension of the powers and jurisdiction of members of a 
police force belonging to any pai'l of British India to any area in 
another Governor’s Province or Chiei Commissioner’s Province, hnt 
not BO as to enable the police of one part to exercise powers and 
jurisdiction elsewhere without the consent of the Government of the 
Province or the Chief Oommissioner, ns the case may be; extension 
of the powers and jurisdiction of members of a police force belonging 
to any unit to railway areas outside that unit. 

40. Elections to the Federal Xjogislature, subject to the provi- 
sions of this Act and of any Order in Council made thereunder. 

41. The salaries of the Federal Ministers, of tie President and 
Vice-President of tho Council of State and of the Speaker and Deputy 
Speaker of the Federal Assembly; the salaries, allowances and privi- 
leges of the members of the Federal Legislature; and, to such extent 
as is expressly authorized by Part II of this Act, the punishment of 
persons who refuse to give evidence or produce documents before 
Committees of the Legislature. 

42. OfiEenoes against laws with respect to any of the matters in 
this list. 

48. Inquiries and statistics for the purposes of any of the matters 
in this list. 

44. Duties of customs, including export duties. 

45. Duties of excise on tobacco and other goods manufactured 
or produced in India except — 

(а) alcoholic liquors for human consumption; 

(б) opium, Indian hemp and other narcotic drugs and narcotics; 

non- narcotic drugs; 

(o) medicinal and toilet preparations containing alcohol, or any 
substance included in sub-paragraph (p) of this entry. 

46. Corporation tax. 

47. Salt, 

48. State lotteries, 

49. hTaturalization, 

31 
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60. Migration ■within India from or into a Go'vernor's Pro'?inea 
or a Chief Commiesioner's Province. 

51. Establishment of standards of weight. 

62. Eanohi European Mental Hospital. 

63. Jurisdiction and powers of all courts, except the Federal 
Court, with respect to any of the matters in this list and, to such 
extent as is expressly authorized by Part IX of this Act, the enlarge- 
ment of the appellate jurisdiction of the Federal Court, and the 
conferring thereon of supplemental powers. 

64. Taxes on income other than agricultural income. 

66. Taxes on the capital value of the assets, exclusive of agri- 
cultural land, of individuals and companies; taxes on the capital of 
companies. 

66. Duties in respect of succession to property other than agri- 
cultural land. 

67. The rales of stamp duty in respect of hills of exchange, 
cheques, promissory notes, bills of lading, letters of credit, policies 
of insurance, proxies and receipts. 

58. Terminal taxes on goods or passengers carried by railway or 
air; taxes on railway fares and freights. 

69, Fees in respect of any of the matters in this list, but not 
including fees taken in any Court. 

List II 

Provincial Legislative List 

I. Pobho order (but not including the use of His Majesty’s naval, 
military or air forces in aid of the civil power); the ndmkiisttation 
of justice; constitution and organisation of au courts, except the 
Federal Court, and fees taken therein; preventive detention for 
reasoas connected with the maintenance of public order; persons 
subjected to such detention. 

_ 2, Jurisdiction and powers of all courts except the Federal Court, 
with respect to any of the matters in this list; procedure in Bent 
and Bevenue Courts. 

3. Police, including railway and village police. 

4. Prisons, reformatories, Borstal institutions and other institu- 
tions of a like nature, and persons detained therein; arrangements 
with other units for the use of prisons and other institutions. 

6. Public debt of the Province. 

6. Provincial Public Services and Provincial Public Service 
Commissions. 

7. Provincial pensions, that is to say, pensions payable by the 
Province or out of Provincial revenues. 

_ 8. Works, lands and buildings vested in or in the possession of 
His Majesty for the purposes of the Province. 

9. Compulsory acquisition, of land- 

10. Libraries, museums and other similar institutions controlled 
or financed by the Province. 

II. Elections to the Provincial Legislature, subject to the pro- 
visions of this Act and of any Order in Council made thereunder. 

12. The Bidaries of the Provincial Ministers, of the Speaker and 
Deputy Speaker of the Legislative Assembly, and, if lihere is a 
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LegislaLivo Council, of the President and Deputy President thereof; 
the salaries, allowances and privileges of the members of the Provin- 
cial Legislature; and, to such extent as is expressly authorized by 
Part III of this Act, the punishment of persons who refuse to give 
evidence or produce documents before Committees of the Provincial 
Legislature. 

13. Local Government, that is to say, the constitution and 
powers of municipal corporations, improvement trusts, district boards, 
mining settlement authorities and other local authorities for the 
purpose of local self-government or village administration. 

14. Public health and sanitation; hospitals and dispensaries; 
registration of births and deaths. 

15. Pilgrimages, other than pilgrimages to places beyond India. 

16. Burials and burial grounds. 

17. Education. 

18- Communications, that is to say, roads, bridges, ferries, and 
other means of communication not specified in List I; minor railways 
subject to the provisions of List I with respect to such railways; 
municipal tramways; ropeways; inland waterways and traffic thereon 
subject to the provisions of List HI with regard to such waterways; 
ports, subject to the provisions in List I with regard to major ports; 
vehicles other than mechanically propelled vehioles. 

19. Water, that is to say, water supplies, irrigation and canals, 
drainage and embankments, water storage and water power. 

20. Agriculture, including agricultural education and research, 
protection against pests and prevention of plant diseases; improve- 
ment of stock and prevention of animal diseases; veterinary training 
and practice; pounds and the prevention of cattle trespass. 

21. Land, that is to say, rights in or over land, land tenures, 
including the relation of landlord and tenant, and the collection of 
rents; transfer, alienation and devolution of agricultural laud; land 
improvement and agricultural loans; colonization; Ooui’ts of Wards; 
encumbered and attached estates; treasure trove. 

22. Eorests. 

28. Begulation of mines and oilfields and mineral development 
subject to the provisions of List I with respect to regulation and 
development under Eederal control. 

24. Fisheries. 

26. Protection of wild birds and wild auimals. 

26. Gas and gasworks. 

27. Trade and commerce within the Province; markets and fairs; 
money lending and money lenders. 

28. Inns and innkeepers. 

29. Production, supply and distribution of goods; development of 
industries, subject to the provisions in List I with respect to the 
development of certain industries under Federal control. 

80. Adulteration of foodstuffs and other goods; weights and 
measures. 

81. Intoxicating liquors and narcotic drugs, that is to s4y, the 
production, manufacture, possession, transport, purchase and sale of 
intoxicating liquors, opium and other narcotic drugs, but subject, as 
respects opium, to the provisions of List I and, as respects poisons 
and dangerous drugs, to the provisions of LisflU. 
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32. Uelief of the poor; unemployment. 

83. The incorporation, regulation, and winding-up of corporations 
other than corporations specified in List I; unincorporated trading, 
literary, scientific, religious and other societies and associations; co- 
operative societies. 

34. Charities and charitable institutions; charitable and religious 
endowments. 

35. Theatres, dramatic performances and cinemas, but not in- 
cluding the sanction of cinematograph films for exhibition. 

36. Betting and gambling. 

87, Offences against laws with respect of any of the matters in 
this list, 

38. Inquiries and statistics for the purpose of any of the matters 
in this list. 

39. Land revenue, including the assessment and collection of 
revenue, the maintenance of land records, survey for revenue pur- 
poses and records of rights, and alienation of revenue. 

40. Duties of excise on the following goods manufactured or pro- 
duced in the Province and countervailing duties at the same or lower 
rales on similar goods manufactured or produced elsewhere in India — 

(a) alcoholic liquors for human consumption; 

(h) opium, Indian hemp and other narcotic drugs and narcotics; 
non-narcotio drugs; 

(o) medicinal and toilet preparations containing alcohol or any 
Bubstanoe included in sub-paragi-aph (6) of this entry. 

41. Taxes on agricultural income. 

42. Taxes on lands and buildings, hearths and windows. 

48. Duties in respect of succession to agricultural land. 

44. Taxes on mineral rights, subject to any limitations imposed 
by any Act of the Federal Legislature relating to mineral development, 

45. Capitation taxes, 

46. Taxes on professions, trades, callings and employments. 

47. Taxes on animals and boats. 

48. Taxes on the sale of goods and on advertisements. 

49. Ceases on the entry of goods into a local area for oonsump- 
Uon, use or sale therein. 

60. Texes on luxuries, including taxes on entertainments, amuse- 
ments, betting and gambling. 

61. The rates of stamp duty in respect of documents other than 
those specified in the provisions of List I with regard to rates of 
stamp duty. 

62. Dues on passengers and goods carried on inland waterways. 

'58. Tolls. 

64. Fees in respect of any of the matters in this list, but not 
including fees taken in any Court. 

List m 

Oono-urrent Legislative List 

FABT X 

1, Criminal law, including all matters included in the Indian 
Penal Code at fte date of the passing of this Act, hut e?wludiug 
,offffliee8 agiainst laws with rhspect to any of the matters specified 
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in List I or List JJ and excluding the use ol His Majesty’s naval, 
military, and air forces in aid of the civil power, 

2. Criminal Procedure, including all matters included in the 
Code of Criminal I’rocadure at the dale of the passing of this Act. 

3. Eemoval of prisoners and accused persons from one unit to 
another unit. 

4. Civil Piticedure, including the law of Limitation and all 
matters included in the Code of Civil Procedure at the date of the 
passing of this Act; the recovery in a Governor’s Province or a Chief 
Comniissionor’e Province of claims in resiioot of taxes and other 
public demands, including arrears of land revenue and sums recover- 
able as such, arising outside that Province. 

5. Evidence and oaths; recognition of laws, publio acts and 
records and judicial proceedings. 

6. Marriage and divorce; infants and minors; adoption. 

7. Wills, intestacy, and succession, save as regards agricultural 
land. 

8. Transfer of property other than agiioultural land; registration 
of deeds and documents. 

9. Trusts and Trustees. 

10. Contracts, including partnership, agency, contracts of car- 
riage, and other special forms of contract, but not including contracts 
relating to agricultural land. 

11. Arbitration. 

12. Banki'uptoy and insolvency; administrators-geiieral and of6- 
oial trustees. 

18. Stamp duties other than duties or fees collected by means of 
judicial stamps, but not including rates of stamp duty. _ 

14. Actionable wrongs, save in so far as inclvided in laws with 
respect to any of the matters specified in List I or List II. 

15. Jurisdiction and powers of all courts except the Federal 
Court, with respect to any of the matters in this list. 

16. Legal, medical and other professions. 

17. Newspapers, books and printing presses. 

18. Lunacy and mental deficiency, including places for the recep- 
tion or treatment of lunatics and menial deficients. 

19. Poisons and dangerous drugs. 

20. Mechanically propelled vehicles. 

21. Boilers. 

22. Prevention of cruelty to animals, 

28, European vagrancy; criminal tribes. 

24. Inquiries and statistics for the purpose of any of the matters 
in this Part of this List. 

25. Fees in respect of any of the matters in thij Part of this 
List, but not including fees taken in any Court. 

PAET u 

Section 126 (2) 

26. Factories. 

27. Welfare of labour; conditions of labour; provident funds; 
employers' liability and workmen's compensation; health inSuraneCt 
Incliiding invalidity pensions; old age pensions.* 
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28. Unemploymeat insuranoe. 

29. Trade unions; industrial and labour disputes. 

30. The prevention of the extension from one unit to another of 
infectious or contagious diseases or pests affecting men, animals or 
plants. 

SI. Electricity. 

32. Shipping and navigation on inland waterways as regards 
meohanically propelled vessels, and the rule of the road on such 
waterways; carriage of passengers and goods on inland waterways. 

83. The sanctioning of cinematograph films for exhibition. 

34. Parsons subjected to preventive detention under Federal 
authority. 

85. Inquiries and statistics for the purpose of any of the matters 
in this Part of this List. 

36. Fees in respect of any of the matters in this Part of this 
List, but not including fees taken in any Court. 
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THE GOVBBNMENT OF INDIA (DISTEIBUTION OF 
BEVENUES) ORDEE, 1936 

At the Court at Buckingham Palace, 
the Srd of July, 1936 

Preeeni : 

The King’s Most Excellent Majesty in Council 

Whereas by subsection (1) of section one hundred and thirty- 
eight of the Government of India Act, 1935 (hereafter in this Order 
referred to as ‘ the Act ’) it is provided that taxes on income other 
than agricultural income shall be levied and collected by the Fede- 
ration, but that (subject to the provisions of the said subsection with 
respect to surcharges for Federal purposes) a percentage to be pre- 
scribed by Hie Majesty in Council of the net proceeds in any financial 
year of any such tax, except in so far as those proceeds represent 
proceeds attributable to Chief Commissioners’ Provinces or to taxes 
payable in respect of Federal emoluments, shall be assigned to the 
Provinces and to the Federated States, if any, within which that 
tax is leviable in that year, and shall be distributed among the Pro- 
vinces and those States in such manner as may be prescribed by His 
Majesty in Council: 

And WnERKAS by subsection (2) of the said section one hundred 
and thirty-eight the Federation is, notwithstanding anything in sub- 

ooAf.mn nir +.110+. ao/»+ir»n nni 1 irvri'/ia<^ +n vof.om rint fill 0 rp ftnflya 
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And WiiEBEAs by virtue o£ the pcovisiona of Part XIII of the Act 
vefpveacos in tlio subsections and sections aforesaid to the Federation 
are, as I'cspoets tho jieriod elapsing between tho commencotnent of 
Part III of the Act and the establishment of iho Fcderjilion, to hr 
construed as references to the Governor-General in Council' 

And Whereas a draft of this Order has been laid before Parlia- 
ment in accordance with the provisions of subsection (I) of section 
three hundred and nine of the Act and an Addi'ess has been presented 
to His Majesty by both Houses of Parliament praying that an Order 
may be made in the terms of this Order' 

Now Therefore, His Majesty, in the exercise of the powers 
conferred on him as aforesaid and of all other powers enabling him 
in that behalf, is pleased, by and with the advice of His Privy 
Council, to order, and it is hereby ordered, as follmvs: 

Introductory 

1. This Order may be cited as ‘ The Government of India 
(Distribution of Eevenues) Order, 1936.’ 

2. The Interpretation Act, 1889, applies for the interpretation 
of this Order as it applies for tho interpretation of an Act .of 
Parliament. 

3. As respects the period elapsing between the commencement 
of Part III of the Act and the establishment of the Federation, 
referenoes in this Order to the Federation shall be construed as 
references to the Governor-General in Council. 

4. Any reference in this Order to a year shall be construed as a 
reference to a period of tivelvo months beginning on the first day 
of April. 


Taaca on Income 

5. The percentage which under subsection (1) of section one 
hundred and thirty-eight of the Act is to be prescribed by His 
Majesty in Council shall be fifty per cent., and the sums falling to 
be distributed under that subsection in any year among the Pi*o- 
■vinces shall be disiributed as follows: 


Per cent. 

Madras . . , ig 

Bombay ... ... ... 20 

Bengal ... . . . 20 

The United Provinces ... 15 

The Punjab ... ... ... 8 

Bihftf ... ... 10 

The Central Provinces and "86™)' ... 6 

Assam . . ... ... 2 

The North-Wost Frontier Province .. 1 ' 

Orissa ... ... ... 2 

Sind ... ... 2 


6. (1) The first of the periods to be prescribed by His Majesty 
ia Ooundl imder subsection (2) of the said section one hundred and 
thirty-eight shall be five years from the commencement of Part III 
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of flic Act unci the sum l.o be relaniod bj? flie t'edei titiou under that 
subfiection shall, in each of those years, be either tlio whole of tho 
moneys assigned by subsection (1) of the said section to Provinces 
and Stales, or such part thereof as will together with — 

(a) the Podoiation’s share of the divisible net proceeds of ihe 
taxes on income for that year; and 
^ (b) the sum, if any, to be brought into account by the Federa- 
tion under sub-paragrapli (3) of this paragraph, amount 
to thirteen crores of rupees, whichever is tho less. 

(2) In this paragraph, ‘ the divisible net proceeds of the taxes 
on income ’ means the net proceeds of the taxes on income to which 
the said section one hundred and thirty-eight relates, except in so 
far as they represent proceeds attributable to Chief Commissioners’ 
Provinces or to taxes payable m respect of Federal emoluments, or 
proceeds of any surcharge for Federal purposes. 

(8) The sura, if any, to be brought into account by the Fede- 
ration in any year for the purposes of sub-paragraph (1) of this 
paragraph shall be a sum to be ascertained by applying to the accounts 
of the railways, with such alterations in accounts as are necessitated 
by the separation of Bm'ma, the principles laid down in the Besolubion 
of the Legislative Assembly of the twentieth day of Reptember 
nineteen hundred and twenty-four, and ascertaining in accordance 
with those principles what sum, if any, would be (he net amount 
payable for that year uudor clauses (2) _and (3) of that Besolution 
to general revenues out of the net receipt of the railways’ 

]7i’ovjded (hat for the purpose of ascertaining the net amount 
so payable to general revenues, borrowings from the depreciation 
fund before the commencement of Part TIT of the Act shall be 
deemed not to be repayable, and arrears of contributions to general 
revenues for any year before the commencement of the said Pai’t III 
shall be deemed not to be payable. 

7. The second period to be proscribed by His Majesty in Council 
under subsection (2) of the said section one hundred and thirty-eight 
shtfll be five years from the expiration of the first period prescribed 
thereunder. 


Juie Btspoii Duty 

8. The proportion of the net proceeds in each year of any export 
duty on jute or jute products wMch under subsection (2) of section 
one huni’ed and forty of the Act is to bo assigned to the Provinces 
or Federated States in which jute is grown shall be sixty-two and 
one-balf per cent. 


Qmnta-in~aid to Certain Provincea 

9. There shall be charged on the revenues of the Federation as 
grants in aid of the revenues of the Provinces mentioned in. the 
Schedule to this Order the sums specified in that Schedule in 
redation to those Provinces rospeotivdy, in each of the years so 
specified. 

• M, P. A. Hakkkv 
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Schedule 

Grants to Certain Provinces 

1. The United Provinces. 25 lakhs of rupees in each year of 
the first five years from the commencement of Part III of the Act. 

2. Assam. 30 Icjths of rupees in each year. 

8. The North-West Frontier Province. 100 lakhs of rupees m 
each year. 

4. Orissa. In the first year after the commencement of Part III 
of the Act, 47 lakhs of rupees; in each of the next four succeeding 
years, 48 lakhs of rupees; and in every subsequent year, 40 lakhs of 
rupees. 

6. Sind. In the first year after the commencement of Part III 
of the Act, 110 lakhs of rupees; in each of the next nine years, 
lOS lakhs of rupees; in each of the next twenty years, 80 lakhs of 
rupees, in each of the next five years, 66 lakhs of rupees; in each 
of the next five years, 60 lakhs of rupees; and in each of the next 
five years, 55 lakhs of rupees. 
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STATISTICAL TABLES 


General 

Table 1 a. Eevenuo of Certain Leading Countries 
,, 1 b. Expenditure of Certain Leading Countries, 

,, 2. Public Debt of Certain Leading Countries. 

Britiih India 

Table ’ 3. Eevenue and Expenditure of British India (Central and 
Provincial), 1861-1988. 

,, 4. Principal Eevenues (Gross) 

,, 5. Principal Eevenues (Net). 

,, 6 Principal Items of Expenditure. 

,, 7. Details of Land Eevenue. 
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„ 20. Eevenue and Expenditure, Central Provinces. 
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1936-7. 
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Table 24. Income and Expenditure of District and Local Boards. 
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,, 26. Income and Expenditure of District and Local Boards 

in Different Provinces in 1986-6. 

„ 27. Income and Expenditure of Municipalities in Different 

Provinces in 1986-6, w 
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,, 30. Revenue and Expenditure, Mysore. 

,, 81. Revenue and Expenditure, Jammu and Kashmir. 

,, 82. Revenue and Expenditure, Baroda. 

,, 83. Revenue and Expenditure, Travancore. 

,, 34. Revenue and Expenditure, Indore. 

,, 86. Revenue and Expenditure, Cochin. 



APPKNWX V 


493 


TABLE Ta-REVENUE OF CERTAIN LEADING COUNTRIES^ 


- 

— 

d C] 

•a O 

0 > 

1 

1 

a 

a 

8 

1 ^ 

A 

a 

Si 

•0 

M 

W 

Customs 

Land and 
Property 
Tax 

Sales Tax 
(mduding 
tax on 
transactions) 

U.K. 

£ ■ 
000,000 

1923-29... 

836-4 

295-4 

80-6 

334-0 

119'0 

0-8 

*«■ 

193S-36... 

824-8 

285-7 

80-0 

106-4 

188-6 

0-8 

... 

Fi-ance 

1930-31... 


11846-6 

193-0 

3272-9 

S27S-9 

1586-0 

9225-8 

Plane • 









000,000 

1033 ... 

40449-9 

78ST2 

218-0 

3287-0 

6691-7 

1059-0 

6024-6 

Germany 

1928-29... 

7279-2 

3718-1 

73 5 

1773-0 

1104-6 

450-8 

1000-1 

RM • 









000,000 

1934-3S... 

6766-5 


72*5 

2224-9 

1249-6 

302-g 

2020-3 

Italy 

Lira 

000,000 

1928-29... 

20830-5 

360-5 

85-1 

2310-6 

3470- S 

1071-6 

448S-S 

1 1936-37... 

21564-5 

528-0 

163-0 

2097-2 

4083 0 

742-2 

4390-9 

Sweden 

Kroner 

000,000 

[■1928-29... 

732-5 

149-3 

Me 

166-1 

154-0 

*ee 


;i93S-36... 

926-9 

148-0 


262-5 

137-0 

11-7 

Ml 

U. S. A. 

$ 

000,000 

[■1928-29... 

3906 0 

2331-3 


ee. 

602-8 

61-9 


1 1936-37... 

5828-2 

2372-9 


428-3 

446-8 

305-1 


Canada 

1928-29... 

460-9 

59-4 


63-7 

187-2 



C| ■ 






81-S 



000,000 

1936-37... 

451-5 

102-0 

... 

4S-S 



Australia i 

000,000 

' 1928-29.,, 

74-9 

9-8 

• •• 

1T6 

29-5 

5-1 


1936-37... 

82-8 

8-6 


14-2 

28-8 

3-2 


Japan 
Yen ■ 
000,000 

[-1928-29... 

1551-3 

280-8 

29-2 

323-2 

150-9 

67-8 

74-2 

. 1936 ... 

1601-8 

309-0 

32-6 

338-0 

153-0 

58-8 

97-4 

Russia 

1928-29... 

7364-0 

1135-5 

1-7 

1802-7 

258-2 

448-4 

398-7 

Rtmbles - 






820-0 

1139-2 

62,950-4 

000,000 

1936-37... 

73565-0 

3237-3 

■ 

... 

India 

[1928-29... 

1289-8 

167-0 


138-7 

468-1 

3-8 

M. 

Rs. 

000.000 

.1936-37... 

1227-6 

156-7 

1 

230-0 

4U-2 

2-2 

... 


^ Compiled Itom J^blicJHiMHee, 1928^ (League of Nations). 










494 PEDBEAL FINANCE IN INDIA 

TABLE iB.— EXPENDITURE OP CERTAIN LEADING COUNTRIES* 


Coimtry 

Year 

Total ^ 
Bxpendi- 
tnxe 

11 1 
■Sj a 
Qo 


0 

•X3 

OS 

1 

Si '* 

£at ^ 

0 ej 

S fiS Q O 

ill's' 
is ^ 

UK. (\ 

1928-29 ... 

818' 0 

113-S 

12-1 

49-5 

23-S 

S2-4 

000,000 ( 

1935-36 ... 

324-3 

124-2 

17-0 

54-1 

23-3 

137-S 

prance ( 

1930-31 ... i 

!0,398-2 I 

12,948-9 

322-9 

2,93-48 : 

1,247-2 

I 

Franc ■{ 
000,000 (. 

1936 ... < 

L0,3Q6-8 

8,523-7 

321-1 

2,994-9 1 

1,115-7, 

... 

Germany ( 
RM \ 
000,000 ( 

1928-29 ... 

8.S16-9 

757-9 

142-0 

... 

1,145-3 

1934-35 ... 

8,232-3 

m 

60-5 

28-1 

964-9 

Italy ( 

Lira •{ 

000,000 1 

1928-29 ... 


4,289-0 

1,459-0 

1,394-0 

166-0 

1934-35 ... 

20,847-0 

5,161-0 

1,381-0 

1,687-0 

203-0 

Sweden ( 

1928-29 ... 

701-2 

133-4 

24-1 

135-8 

90-2 

Kroner < 





151-4 



000,000 ( 

1935-36 ... 

867-3 


29-6 

167-5 

I 

U.S.A. f 

1928-29 ... 

3,722-S 

1,168-6 

285-0 

... 

10-4 

i 

5 1 

000,000 1 

1936-37 ... 

8,480-8 

1,593-1 

72-9 


20-6 

m 

Canada ( 

oooiooo 1 

1928-29 ... 

356-9 

19-7 

17-2 


1-3 

ft. 

1936-37 ... 

535-2 

37-7 

36-7 


0-9 

SS-8 

Anetialia r 

1928-29 ... 

81-3 

34-6 

0-34 

... 

0-14 

11-31 

000,000 ( 

. 1936-37 ... 

110-7 

25-0 

0-79 

... 

0-13 

16-79 

Japan t 

' 1028-29 ... 

1,814-9 

517-2 

338-3 

135-0 


..h 

Ven i 







000,000 1 

1 1936-37 ... 

2,311-5 

IH 

194-9 

142-8 

... 


Rns^ 1 

1028-29 ... 

6,339-9 

793-7 

253-1 

374-S 

mi 

187-4 

Roubles j 





1,501-4 


000,000 1 

1936-37 ... 

. 78,715-0 

14,81S'5 

3,081-8 

4,918-1 

90-0 

India I 

1928-29 ... 

. 1,293-0 

1 S84'9 

23-8 

13-8 

l 5-0 


Ra. J 






000,000 1 

1036-37 ... 

. 1,227-0 

1 S03'8 

24-5 

1 ID'S 

i 6-2 

• a. 


* OopbpJIed tfxm^bUc Finmet, 1628-3S (Wegue o* NAttons). 


(reLef, etc.)! 
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TABLE 2-PUBLIC DEBT OP CERTAIN LEADING COUNTRIES 





•§ 

Q 

% 



Total 

Debt 

1 

1 

United Kingdom 1 




1,03$-S 

00^^00 J 

1936... 

7,901-6 

6,865-1 

United States I 





(Dollar) 

000,000 j 

1936... 

33,545-4 

33,545-4 


France 





fPrano) 

000,000 J 

.1936... 


337,760-7 

... 

Germany ) 



12,761-4 

1,677-9 

(Reichs mark) 
000,000 J 

1936... 

14,439-2 

Italy 

(Lira) 

000,000 

1936... 

108,636-6 

107,078-0 

1,558-6 

Japan 

(V^n) 

000,000 

• 1936... 

10,307-9 

8,976-0 

1,331-9 

Australia 


1,253-8 


590-1 

ooli^/oo 

■ 1936... 

665-7 

Canada 




803-4 

(Poliar C) 
000,000 

1936... 

3,43t-9 

2,628-5 

India 

(Rupee) 

000,000 

^1936... 

12,088-0 

7,064-7 

5,033-3 


Interest 

Charges 


I 

a 


M 


Redemption 

Charges 


S 

A 




210-9 


835-0 


13-1 


404-5 


9917-2 


5,579-3 


387-4 


24-2 


20-7 


136-4 


124-4 


3-9 


44-6 


Sowce ! Stfftistieat YeafSi/ok of the 

OPhe figpres for lindia are from the Statistical Aostract, 193D-7 , 
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TABLE 3-REVBNUE AND EXPENDITURE OF BRUTBH INDIA 
(CENTRAL AND PROVINCIAL GOVERNMENTS), 1861-1938 (GROSS) 


//.il.— In the following tables, years represent 1 May to 30 April till 1867 
sad 1 April to 31 March after that year. 


Year 

Revenue 

(crores) 

Expendi- 
ture 
(croi es) 

Surplus 4- 
or 

Deficit— 

1861 

43-2 

43 6 

-4 

1862 

44-4 

42-9 

+ 1-5 

1863 

44-0 

44-3 

--3 

1864 

44 8 

45-3 

--S 

1865 

46-0 

44-6 

+ 1-4 

Average 

44-S 

44-1 

„ 1 0-1 

1866 

40-0 

43-7 

-2-8 

1§67 

47-9 

49-0 

-1-1 

1868 

48-6 

Sl-3 

-2-7 

1869 

50-0 

49-8 

+ -2 

1870 

so-c 

49-1 

+ 1-5 

Average 

47-6 

48 6 

-VO 

1871 

50-0 

46-9 

t 3-1 

1872 

SO-2 

48-4 

^ 1-8 

1873 

49-6 

51-4 

-1-8 

1874 

SO-6 

SO-2 

+ *4 

1875 

59-0 

57-4 

4 1-6 

Average 

61-9 

SO-9 

-( 1-0 

1876 

S8-6 

81-2 

-2-6 

1877 

62-0 

66-2 

-4-2 

1878 

6S-2 

63-1 

4 2-1 

1879 

68-4 

69-7 

-1-3 

1880 

74-3 

77-9 

-3-6 

Average 

6S-7 

67-6 

-1-9 

1881 

75-7 

72-1 

+ 3-6 

1882 

70-3 

69-9 

+ •4 

1883 

71-8 

70-0 

+ 1-8 

1884 

70-7 

71-1 

-•4 

1885 

74-S 

77-3 

-2-8 

Average 

72-6 

72-1 

4 0-5 

1886 

77-3 

77-1 

+ •2 

1887 

78-8 

80-8 

-2-0 

1888 

81-7 

81-6 

+ -1 

1889 

85-1 

82-S 

+ 2-6 

1890 

85-7 

82-0 

+ 3-7 

Average 

81-7 

80-8 

+ 0-9 

1891 

89-1 

88-7 

+ -4 

1892 

90-2 

9T0 

--8 

1893 

90-6 

92-1 

-15 

1894 

95-2 

94-5 

+ -7 

1896 

98-1 

96-6 

+ 1-5 

Average 

92-6 

92-6 

+ 0-0 

1896 

94-1 

95-8 

-1-7 

1897 

96-4 

101-n 

-5-4 

1898 

101-4 

97-S 

+ 3-9 

1899 

102-9 

98-8 

+ 4T 

1900 

112-8 

no-4 

+ 2*4 

Average 

101-S 

100-9 

+ 0*6 

1901 

114-4 

107-1 

+7-3 

1902 

116-1 

111-4 

+ 4-7 

1903 

125'5 

121-0 

+4-5 

1904 

127-2 

121-9 

+5*3 

1905 

109-9 

106-8 

4 3*1 

Average 

, 118-8 

■113-6 

+‘S'0 
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TABLBJ S.-REVENUKS AND EXPENDITURE OP BRITISH INDIA 
(GROSS)-(c<;«W.) 


Year 

Revenue (crores) 

Expenditme 

(crores) 

Surplus 1 - 
or 

deficit - 

1906 

109'6 


107-2 


+ 

2-4 

1907 

106-S 


106-0 


[ 

0-S 

1908 

104-S 


130-2 



57 

1909 

111'9 


131-0 


h 

0-9 

1910 

120-9 


115*0 


+ 

S-S) 

Average 


110-7 


109-9 


4 0-8 

1911 „ 

124-2 


118-3 


1- 

S‘9 

1912 

130-3 


125-6 


- 

4-6 

1913 

127-3 


124-3 



'i-S 

1914 

121-7 


124-4 


— 

3-7 

191S 

126-6 


128-4 


- 

1-8 

Average 


126*1 


324-2 


1 1-9 

1916 

147-0 


335-9 


+ 

11-2 

1917 

168-9 


156-7 


+ 

12-2 

1918 

184*9 


190-6 


— 

5-7 

1919 

195*6 


219-2 



23-6 

1920 

206-1 


232-1 

» 

-- 


Average 


180-4 


186-8 


- 6*4 


Year 

Central 

Provincial 

Revenue 

Expendi- 

ture 

Surplus + 
or 

deficit — 

Revenue 

Expendi- 

ture 

Surplus + 
or 

deficit - 

1921 

115-2 

142*8 

-27*6 

70-4 

79*2 

- 8-8 

1922 

121-4 

136*4 

-15*0 

75*7 

77*2 

- 1*5 

1923 

132-8 


+ 2-4 

78*9 

76*1 

+ 2*8 

1924 

137-5 

131*8 

t- 5*7 

81-3 

78-4 

+ 2*9 

1925 

133-2 

129-9 

+ 3*3 

87-5 

85*9 

+ 1*6 

Average 


134*2 

- 6*2 

78-8 

79-4 


1926 

131-7 

131*7 


86-4 

90-2 

- 3*8 

1927 

127-2 

127*2 

+ 0*0 

93-3 

91*5 

+ 1*8 

1928 


129*3 


91-5 

92*9 

- 1*4 

1929 

132-7 

132*4 

+ 0*3 

94-6 

93*8 


1930 

124-6 

136*2 

-3T6 

83-1 

94-2 

-111 

Average 


131*3 

- 2*3 

89-8 

92*5 

- 2-7 

1931 

121-6 

133*4 

-11-8 

83-2 

86*7 

- 3-5 

1932 

125-4 

123-9 

1*5 

84*3 

85*7 

- 1-4 

1933 

119*4 

119-4 


82*8 

85*9 

- 3*1 

1934 

122*1 

121*8 


86-3 

85*4 


1935 

121*1 

121-1 


85-0 

88*7 

+ 0*3 

Avwage 

121*9 

123-9 


85-1 

8G*S 

- 1*4 

1936 

117*8 

119*6 

- 1*8 

92-3 

91-6 


1937 

122*6 

122*5 

+ 0*1 

85*8 

83*2 

+ 2*6 

1938 

122*3 

122*2 

lX2H 

85*6 

87*0 

- 1*4 

(re-vTaefi) 
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TABLE 4. -PRINCIPAL RjBVBNUES (GROSS) 
(In Crores of Rupees) 


Year 


Land 

revenue 

Customs 

Income- 

tax 

B 

Excise 

Opium 

Railways 

1861 



2-8 

2-0 


1-6 



1862 


19-4 

2-4 

1-8 


1-7 



1863 


19-9 

2-3 

1-4 

5-0 

1-8 

6-8 


1864 


19'7 

2-2 

1-2 

55 

2-0 



1865 



2-2 

-69 

S'3 

2-0 



Average 


19-7 

2-4 

1-4 

5-1 

1-8 



1866 


18'7 

2-0 

-02 

5-3 

i-8 

6-8 


1867 


19-9 

2-5 

•65 

S-7 

2-2 

8-9 ' 


1868 


19-8 

2-6 

-5 

5-5 

2-2 

8-4 


1869 



2-4 

1-1 

5-3 

2-2 

7-9 



■ 4* 


2-6 

2-0 

6-1 

2-3 

8-0 


Avemge 


^HbRbI 

2-4 

0-9 

5-6 

2-1 

8-0 


1871 



2-5 

•88 

5-9 

2-3 

9-2 


1872 


21-3 

2-6 

•58 

6-1 

2-3 

8-6 


1873 



2-0 

•02 

6-1 

2-2 

8-3 

la. 

1874 


21-2 

2-6 

•003 

6-2 

2-3 

8-5 


1875 


21'S 

2-7 

•01 

6-2 

2-4 

8-4 

4-5 

Average 


21-1 

2-6 

0-3 

6-1 

2-3 

8-6 


1876 


19-8 

2-4 

•01 

6-3 

2-5 

9-1 

5-4 

1877 


ig'8 

2-6 

•1 

6-4 

2-4 

9-1 

7-2 

1878 


22‘3 

2-3 

•9 

6-9 

2-6 

9-3 

6-2 

1879 

• •• 

21-8 

2-2 

•7 

7-2 

2-8 

10-3 

7-3 


• •• 

21*1 

2-S 

•5 

7-1 

3-1 

10-4 

9-4 

Average 

• •• 

31-2 

2-4 

0-4 

6-9 

2-7 

9-6 

6-9 

1881 


21'9 

2-3 

•5 

7-3 

3-4 

g-8 

10-8 

1882 

fit 

21-8 

1-2 

•5 

6-1 

3-6 

9-4 

10-9 

1883 

..4 

22-3 

1-1 

•5 

6-1 

3-8 

9-5 

11-9 

1884 


21-8 

1-0 

•s 

6-5 


8-8 

11-8 

1885 


22-5 

1-2 

•5 

6-3 

4-1 

8-9 

13-6 

Average 


22'1 

1-4 

0-5 

6-S 

3-£ 


11-8 

1886 



1-2 

1-3 



8-9 

14-4 

1887 


23-1 

1-3 

14 



8-5 

14-5 

1888 

*•* 


1-3 

1-S 


■afl 

8-5 

is-s 

1889 


23-9 

1-5 

1*59 

8-1 

48 

8-5 

16-6 

1890 



1-7 

1-6 

85 

4-9 

7-8 

17-2 

Average 

• « • 

23-4 

1-4 

1-5 

7-5 

4-6 

8-4 

15-8 

1891 


23-9 

1-7 

1-6 

8-6 

5-1 

8-0 

19-9 

1892 

f«4 

24-9 

1-6 

1-6 

8-6 

5-2 

7-9 

19-0 

1893 


2S-S 

1-6 

1-7 

8-2 

5-3 

6-6 

20-2 

1894 

.. 

2S-4 

3-8 

1-8 

8-6 

5-S 

7-3 

21-2 

1895 

• •f 

26-2 

5-0 

1-8 

8-8 

5-7 

7-1 

2T8 

Average 


25-2 

2-7 

1-7 

8-6 

5-4 

7-4 

20-4 

1896 


23-9 

4-4 

1-8 

8-4 

5-6 

6-4 

20-2 

1867 


2S-6 

4-6 

1-8 

85 

S-4 

5-1 

21-2 

1898 

... 

27-4 

4-8 

1-9 

0-1 

5-7 

S‘7 

22-7 

1899 


25-8 

4-6 

1-9 

8-7 

S-7 

6-6 

24-9 

1800 

tl • 

26*2 

4-9 

1*9 

8-8 

5-8 

7-6 

27-4 

Average 


25-8 

4-7 

1-9 

8-7 

5-6 

6-3 

23-3 


e». 

27-4 

5-7 

1-9 

8-8 

6-0 

7-2 

30-3 

iyo2 

.«• 

27-6 

5-8 

2-1 

9-1 

6-6 

6-7 

30-1 



28-8 

5-9 

1-8 

7-8 

7-4 

8-5 

32-2 



28-3 

6*4 

1-8 

7-9 

7-9 


36-0 

laua 


28-2 

6-4 

1-9 

6-4 

8-4 

8-1 

19-3 

Average 


28-1 

• 

6-0 

1-9 

8-0 

7-3 

7'0 

i 

29-6 
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'I'ABLE 4.— PRINCIPAL REVENUES 
(CiROriSj— 


Yeai 

Land 

Revenue 

Gusto tn.s 

Income- 

tax 

H 


Opium 

Railways 

1906 ... 

29'7 

0'4 

21 


8-8 

8-4 

19-3 

1907 

28'0 

7'S 

2-2 


93 

7-8 

18' 7 

1908 ... 

29'S 

7-2 

2-2 


9-4 

S'8 

14-8 

1909 

31-9 

73 

2-2 

40 

0-7 

8-2 

18-6 

1910 . 

.31 '2 

99 

2-4 

4'6 

10-S 

11-2 

20-8 

Average . . 

30-1 

77 

2-2 

5-1 

9-5 

8-9 

18-4 

1911 . . 

.31-0 

9-6 

2-4 

S'l 

11-4 

8-8 

23-8 

1912 ... 

31-0 

10'6 

2-5 

4'9 

12-3 

7-6 

26-1 

1913 ... 

32- 1 

117 

2-8 

5-1 

13-3 

2-4 

26-4 

1914 ... 

31 '8 

9'4 

3-1 

5-9 

13-2 

2-4 

23-7 

X91S ... 

33'0 

8-9 

3-1 

5-4 

12-9 

2-9 

26-9 

Average .. 

32-0 

9'9 

2-8 

.5-3 

12-6 

4-8 

25-4 

1916 .. 

33-0 

12-9 

5-7 

7-2 

13-8 

1 

4*7 

32-0 

1917 ... 

32-4 

16‘5 

9-5 

8-3 

15-1 

4-S 

36-2 

1918 ... 

3P.S 

Id’J. 1 

11-6 

6-3 

17*2 

5-0 

37-4 

1919 ... 

33>9 

22-S 

23-2 

5-8 

19-2 

4-6 

31-8 

1920 ... 

32-0 

31-9 

22-2 

6-8 

20-4 

3-5 

1 25-0 

Average ... 

32' 6 

20'4 

14-4 

1 

6*9 

17-1 

4-5 

32- S 

1921 ... 

34-7 

34-4 

22-1 

6-3 

17-2 

3-1 

15-2 

1922 ... 

3S-4 

( 41-3 

18-0 

6-8 

18-5 

3-8 

26-8 

1923 ... 

34-9 

397 

18-2 

10-0 

19-4 

4-2 

32-7 

1924 ... 

3S-8 

45-8 

16-0 

7-4 

19-5 

3-8 

37-2 

192S ... 

3S-6 

47-8 

IS'9 

6-3 

19-9 

4-1 

34-4 

Average ... 

35-3 

41-8 

18-0 

7-4 

18-9 

3-8 

29-3 

1926 ... 

34'9 

47-4 

15 6 

6-7 

19-8 

4-3 

34-1 

1927 ... 

35-7 

48 2 

lS-1 

6-6 

19-8 

3-9 

38-7 

1928 ... 

33'2 

493 

16-7 

7-6 

20-0 

33 

37-5 

1929 ... 

.33‘S 

Sl'3 

16-7 

6-8 

20-4 

3-0 

37-2 

1930 ... 

30'3 

46-8 

16-0 

6-8 

16-8 

2-5 

39-1 

Average ... 

33 5 

48-6 

16-0 

6-9 

19-4 

3-4 

37-3 

1931 ... 

83'0 

46<4 

17-5 

8-6 

14-9 

2-1 

33-6 

1933 ... 

30-9 

S2'0 

18-0 

10-1 

14-9 

0-9 

33-4 

1933 ... 

SO’O 

47-2 

17-1 

8-9 

15-0 

1-6 

33-0 

1934 ... 

32-3 

527 

17-6 

8-0 

15-0 

O'S 

32-4 

193S ... 

32’3 

S4-1 

]7'1 

8-4 

15-3 

0-6 

32-D 

Average ... 

317 

50-5 

17*5 

8-8 

15-0 

1-2 

32-9 

1936 ... 

31-9 

53-6 

15-4 

8-8 

lS-4 

0-5 

32-7 

1937 ... 

28'8 

45-9 

13'4 

n 

14-6, 

0-5 

32<7 
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TABLE 5.— PRINCIPAL REVENUES (NET) 
(In Crores of Rupees) 


Year 

Land 

Revenue 

Customs 

Income- 

tax 

Salt 

Excise 

Opium 

Rail- 

ways 

1861 

17 4 

2-S 

T8 

3*8 

I'S 

4-9 


1862 ... 

17-3 

2-2 

1-7 

4*6 

1-7 

6*1 

— 

1863 .. 

17-7 

2 a 

1-4 

4*6 

1-6 

4-S 


1864 .. 

17-4 

1'9 

1-2 

5*1 

T7 

4*9 

— 

1865 ... 

17-7 

1'9 

0*66 

4-9 

T7 

6-6 

“ 

Average . . 

17-5 

2a 

1-4 

4-6 

1*6 

5*4 

— 

1866 . . 

16-5 

1-7 

0-0 

5-0 

1*6 

5*7 


1867 ... 

17-5 

2-3 

0*6 

8-3 

1*9 

7*0 


1868 .. 

17-3 

2-4 

0*4 

8*1 

1*9 

6*7 


1869 .. 

18'6 

21 

1*0 

5*4 

1*9 

6*1 


1870 . . 

18-2 

2-3 

1*9 

5*6 

2-0 

6*0 

— 

Average ... 

17-6 

2-2 

0*8 

S-3 

1*9 

6*3 


1871 ., 

18'2 

2-3 

0*7 

5-4 

2*2 

7*6 


1872 .. 

18-8 

2-4 

0-6 

5*6 

2*1 

6*8 


1873 ... 

18-5 

2-4 

0-0 

5*6 

2*1 

6*3 


1874 ... 

18-8 

2-4 

0-0 

5*7 

2*2 

6*2 


1875 . 

18-5 

2-5 

0-0 

5*7 

2*4 

6*2 

- 1*5 

Average ... 

18-6 

2-4 

0*2 

S-6 

2*2 

6*G 

— 

1876 . 

16'9 

2-2 

0*01 

5*8 

2*4 

6*2 

- 1*1 

1877 ... 

16-9 

2-4 

0*1 

5-0 

2*3 

6*5 

- 0*1 

1878 .. 

19-3 

2a 

0*8 

6-S 

2*5 

7*7 

- 2*0 

1879 ... 

18-9 

2-0 

0*7 

6*9 

2*7 

8*2 

- 1*5 

1880 .. 

18'1 

2-3 

0*5 

6*7 

3*0 

8*4 

- 1*0 

Average ... 

18-0 

2-2 

0-4 

6*4 

2*6 

7*4 

- 1*1 

1881 .. 

18'9 

2a 

0*5 

6*8 

3*3 

7*8 

- 0*2 

1882 ... 

18'8 

la 

0*5 

5*7 

3*5 

7*2 

- 1*3 

1883 ... 

19-0 

1-0 

0*5 

5*6 

3*7 

7-7 

- 0*3 

1884 ... 

18-4 

0-8 

0-S 

6-0 

3*9 

5*8 

- 1*0 

1885 ... 

19a 

1*0 

0*5 

5*9 

4*0 

5*8 

- 0*7 

Average ... 

18-8 

1*2 


6*0 

3*7 

6*9 

- 0*7 

1886 ... 

19-5 

la 

1*3 

6-1 

4*2 

6*2 

- 1*1 

1887 ... 

19-7 

1*2 

1*4 

62 

4*4 

6*0 

- 2*1 

1888 ... 

19-5 

la 

1*49 

7-2 

4*5 

5*9 

- 2*2 

1880 ... 

20-3 

1*3 

1*56 

7*7 

4*7 

6*9 

- 1*8 

1890 ... 

20-3 

1*6 

WSm 

8*0 

4*7 

5-6 

- 0-6 

Average ... 

19'9 

1*3 

K9 

7*0 

4*5 

6*1 

- 1*6 

1891 ... 

2 oa 

1*S 


8*1 

4-9 

6*1 

- 0*3 

1892 ... 

20-9 

1*4 


8*1 

S'O 

6*3 

- 1*8 

1893 ... 

21'5 

1*5 

BEH 

7*7 

5*1 

4*7 

- 1*5 

1894 ... 

21'3 

3*6 


8*1 

5*3 

5-7 

- 2*3 

1895 ... 

22a 

4*8 

1*8 

8*3 

5*5 

5*0 

- 1*6 

Average ... 

21-2 

2*6 

1*7 

8*1 

5*2 

5*6 

- 1*5 

1896 ... 

19-8 

4*2 

1*8 

7*8 

5*4 

3*9 

- 2-6 

1897 ... 

21*4 

4*4 

1-8 

8*1 

3*2 

2*7 

- 1'4 

1898 ... 

23-4 

4S 

1*8 

8*6 

5*5 

3*3 

- 0*9 

1899 ... 

21-8 

4*5 

1*87 

8*3 

5-6 

4*4 

0*2 

1900 ... 

22>0 

4*7 

1*87 

8*4 

S*6 

5*4 

0*6 

Average ... 

21*7 


1*8 

8-2 

5*5 

3-9 

- 0'^ 
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TABLE S.—PWNCIPAL REVENUES (NB'r]-(fw<«,) 
(In Crores of Rupees) 


Year 

Land 

Revenue 

Customs 

Income 

tax 



23-2 

55 

1-87 

1902 


23-3 

S'6 

2-07 



24-3 

5'7 

1-77 

1904 


23-5 

62 

1-77 

1905 


23-3 

6-2 

1-87 

Average 

... 

23-5 

S'8 

1-9 



24-8 

6 a 


1907 


22-8 

7-2 

2-17 



24a 

6-9 

2-17 

BCr^H 


26' S 


2-17 

Hylfl 


25-8 

9-6 

2-37 

Average 

... 

24'8 

7-4 

2-2 

1911 


25-5 

9'3 

1-36 

1012 


26-2 

10-3 

2-47 

1913 

... 

26-3 


2-76 

1914 

, , 


9a 


1915 

... 

27'2 

8*6 


Average 

• .« 

26'2 

9-6 

2-5 



27-3 

12'6 

5-62 

1917 

... 

26-9 

lea 

8-3S 

1918 

... 

23'4 

17-7 

11-4 

1919 

... 

265 

22a 

22-28 


... 

23-9 

31-4 

20-71 

Average 

... 

26-0 


12-5 

1921 


28-8 

33-8 

21-7 

1022 

• « 

29-4 


17-5 

1923 


29-7 


17-6 

1924 

« • 

32-0 


15-4 

1925 

♦ » ' 

31-5 


15-3 

Average 

... 

30-3 

4ia 

17-5 

1926 


30-7 

46-6 

15-0 

1927 

... 

31-5 

47<4 

14-4 

1928 

..i 

28'0 

48-3 

16-0 

1929 

*». 

29*2 


16-0 

1930 


26a 

45-9 

lS-3 

Average 

... 

29-3 

47-7 

15-3 

1831 


29-0 

45-S 

16-8 

1932 

... 

27-4 



1933 


26'S 

46-2 

tn 

1934 


30'0 

52-7 

17-5 

1935 

.. 


52-2 

17-1 

Average 



49-5 

17-0 

1936 



52-0 

14-5 

1937 

... 

Iqb 

44-S 

13-1 


Salt 

Excise 

Opium 

Rail- 

ways 

8-4 

5-8 

4-8 

1-2 

8-7 

6-4 

4-3 

1-7 

7-4 

7-1 

5-2 

1-2 

7-5 

7-6 

6-2 

3-2 

6-0 

8-1 

53 

3-0 

7-6 

7-0 

5-2 

2-1 

6-0 

8-4 

S-6 

3-3 

4-S 

8-9 

5-4 

2-4 

4-4 

8-9 


- 2-0 

4-5 

9-2 

6-6 

1-2 

4-2 

9-9 

9-4 

3-1 

4-7 

9-1 

6-8 

1-6 

4-7 

10-8 

7-8 

5-7 

4-5 

11-7 

6-7 

7-2 

4-7 

12-7 


7-2 

5-4 

12-6 

1-5 

3-3 

4-9 

12-3 

1-2 

6-0 

4-8 

12-0 

3-6 

5-9 

6-6 

13-2 

3-3 

11-3 

7-7 

14-2 

2-9 

14-9 

S-S 

16-5 


15-8 

4-0 

18-3 


13-8 

5-8 

19-2 


5-6 

6-1 

16-3 


12-3 

4-8 



- 9-1 

5-3 

12-2 

1-9 

1-2 

8-6 

18-1 

1-7 

6-4 

6-2 

18-2 

1-4 

6-8 

5-1 

17-4 


S-S 

6-0 

16-4 

IB 

2-2 

5-5 

17-4 


6-0 

5-4 

17-6 


6-3 

6-4 

17-8 


5-2 

6-5 

18-2 

2-6 

6-1 

5-6 

14-6 

1-8 

5-8 

5-9 

17-1 

2-7 

S‘9 

7-4 



0-0 

90 

13-1 

KSB 

0-0 

7-7 

13-2 

0-9 


8-0 

12-6 

0-7 


8-4 

13-3 

9-6 


8-1 

13-0 

0-7 


7*7 

13-S 

0-2 


7-3 

13a 
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TABLE 6.— PRINCIPAL ITEMS OF EXPENDITURE 
(In Crores of Rupees) 


Year 

1 

1 

Defence 

Police 

Law and 
Justice 

General 

Adminis- 

tration 

Education 

Public 

Health 

Civil 

Works 

Agri- 

cnltute 

Debt 

Charges 

1891 


24-1 

3-9 

3-7 

■ !■ 

m 

2-2 

4-4 


4-3 

1892 

. 

2S'3 

3-9 

3-8 



2-1 



4-4 

1893 


24-8 

3-0 

3-9 


Ih 

2-1 



4-4 

1894 


2S'0 

4-0 

4-0 


WSm 

1-6 

3-7 

, , 

5-1 

1895 


26-4 

4-0 

4-0 


i-s 

1-6 

3-9 


4-0 

Average 


25-1 

3-9 

3-9 

1-9 

1-5 

1-9 

4-0 


4-4 

1896 


25-2 

4-2 

4-2 

2-0 

1-6 

3-2 


, , 

3-5 

1897 


277 

4-2 

4-3 

maim 

1-6 

6-7 

3-6 


3-3 

1898 


24-8 

4-2 

4-1 

2-0 

1-6 

2-8 

4-0 


3-0 

1899 


23-4 

4-3 

4-1 

2-1 

1-6 

4-6 



2-9 

1900 


23-7 

4-4 

4-4 

2-0 

1-6 

7-6 

1511 

, 

3-2 

Average 


25-0 

4-3 

4-2 

2-0 

1-6 

5-0 

■ill 


3-2 

1901 


24-7 

4-4 

4-4 

2-0 

1-7 

2-6 

4 2 


2-9 

1902 


26-4 

4-1 

4-4 

2*1 

1-3 

2-5 

4-2 


2-7 

1903 


27-2 

4-2 

4-5 

2-1 

1-3 

2-4 

4-7 

, , 

2-5 

1904 


31-1 

4-3 

4-6 

2*1 

1-5 

2-6 

4-9 

. . . 

2-5 

1905 


29-5 

4-6 

4-8 

2*3 

1-8 

2-6 

6-0 


2-1 

Average 

190ff 


27-8 

4-3 

4-S 

2-1 

1-S 

2-5 

4-9 


2-5 


30-3 

5-3 

5-1 

2-3 


2-7 

6-1 

, , 

2-9 

1907 

. . . 

28-9 

5-7 

5-2 

2-4 

2-2 

3-2 

6-5 


2-7 

1908 


29-4 

63 

s-s 

2-5 

2-S 

4-0 

6-3 


3-0 

1909 

.. . 

28-7 

6-3 

S-4 

2-5 

2-6 

2-9 

5-8 

MJ 

3-2 

1910 

... 

28-9 

6-5 

5-6 

2-6 

m9M 

2-9 

6-4 

. . . 

3-3 

Average 


29-2 

6-0 

S-4 

2-5 


2-8 

6-2 

... 

3-0 

1911 


29-3 

6-9 

S-7 

3*9 

BW 

3-2 

7-7 

0-7 

3-1 

1912 

.. . 

29-3 


5-8 

2-9 

■iKi 

3-5 

8-6 

0-7 

2-7 

1913 

. . . 

29-8 

7-3 

6-1 

3-0 

4-8 

3-S 

10-1 

0*8 

2-3 

1914 

... 

30-7 

7-9 

6-5 


S-0 

3-8 

10-4 

0-8 

1-8 

1915 

... 

33-4 

8-0 

6-6 


KM 

3-7 

7-7 

0-9 

1*8 

Average 

UJ 

30-5 

7-4 

6-1 


mim 

3-5 

8-9 

0-8 

2-3 

1916 


37-5 

8-1 

6-6 


mSm 

3-6 

6-4 

0-9 

1-8 

1917 


13-6 

8-4 

6-7 



3-9 

7-1 

1-1 

11*0 

1918 

... 

66-7 

9-2 

7-3 


60 

4-1 

8-0 

1-2 

12-2 

1919 


87-0 

10-2 

7-9 

3-9 

6-9 

4-9 

10-1 

1-4 

13-4 

1920 


87-4 

12-0 

9-2 

S-4 

7-8 

S-3 

11-8 

1-7 

16-4 

Average 


61-4 

9-6 

7-5 

3-0 

6-1 

4-4 

8-7 

1-3 

11-0 

1921 

. , 

69-8 

12-8 

7-8 



6-1 

12-6 

2-0 

17-0 

1922 


65-3 

12-6 

8-0 

KiiHM 

9-2 

6-0 

9-3 

1-9 

17*5 

1923 


56-2 

12-0 

7-8 


9-9 

5-7 

9-6 

1-9 

19*2 

1924 

• 1. 

SS-6 

12-1 

7*9 

12-3 

10-2 

61 

9-2 

2-0 

21*1 

1925 


56-0 

12-1 

8-2 

12-5 

11-4 

6-7 

11-3 

2-2 

21*6 

Average 

192& 


60-6 

12-3 

7-9 

11-3 

9-9 

5-9 

10-4 

2-0 

19-3 


56-0 

12-4 

8*3 

12-8 

12-1 

7-1 

13-8 

2-4 

19*7 

1927 

«lt 

54*8 

12-2 

8-5 

12-9 

12-7 

6-3 

14-1 

2-6 

18*5 

1928 

*ir 

5.5*1 

12-7 

8-6 

13*1 

13-2 

6-7 

13*4 

2-8 

18*5 

1929 


55-1 

13-1 

8-8 

13-8 

13-6 

7-2 

13-0 

3*1 

19-4 

1930 

4.. 

54-3 

13-6 

9-0 

14*1 

13-8 

6-7 

12-9 

3-1 

20*2 

Average 


55-1 

12-8 

8-6 

13-4 

12-9 

6-8 

13*4 

2-8 

19*3 

1931 

,,, 

51-8 

13-4 

8-1 

13-7 

12-8 

6-3 

8*7 

2-7 

23*0 

1932 

r». 

46-7 

12‘9 

7*6 

12*6 

11-8 

5-4 

7-6 

2*4 

22*3 

1933 

«<« 

44-2 

12*9 

7*8 


12-0 

S-S 

7-7 

2-5 

16*1 

X933 

• >a 

44-3 

12*7 

7*7 

12*1 

12-1 

5-6 

10*0 

2*6 

16*4 

1935 


4S-0 

12-0 

7*9 

125 , 

12*3 

5*7 

10-4 

2*8 

17*1 

Average 

I83f 

• tk 

46*4 

13*0 

7-8 

12-6 

12-2 

5*7 

8-9 

2*6 

10-0 

»** 

45*5 

13*0 

8-0 

13*1 

12-6' 

6-2 

8*8 

3*1 

m 

1937 

*** 

47*4, 

11-2 

,7*1 

J2-Q 

11-9 

5*6 

7*8 

2*0 
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TABLE 7, -DETAILS OF LAND REVENUE 
(In Lakhs of Rupees ) 


Year 

(1) 

Revenue 

(Z) 

Expenditure 

(3) 

Net Revenue 

(4) 

Portion due to 
In-igation 

(S) 

Total Revenue 
(4+5) 

1911-12 

31.14'70 

5,67-97 

25,46-73 

2,02-72 

27,49-45 

1912-13 

31,92-37 

5,80-20 

26,12-17 

2,30-74 

28,42-91 

1913-14 

32,08-74 

5,97-96 


2,52-66 

28,63-44 

1914-lS 

31,83-23 

5,87-10 

25,96-13 

2,50-18 

28,46-31 

191S-16 

33,04-67 

5,85-56 

27,19-11 

2,66-06 

29,85-17 

1916-17 

33,06-10 

5,71-97 

27,34-22 

2,74-07 

30,08-29 

1917-18 

32,41-09 

5,67-34 

26,73-75 

2,65-33 

29,39-08 

1918-19 

31,63-49 

6,15-65 

25,47-84 

2,85-67 

28,33-51 


33,91 -49 

6,44-62 

27,46-87 

2,91-78 

30,38-65 


31,97-48 

8,10-34 

23,87-14 

2,85-64 

26,72-78 


Central 

Provincial 

Central 

Piovlnclal 

Central 

Provincial 

Cential 

Provincial 

Central 

Provincial 

1921-22’- 

00 
•— 1 

34,38-99 

14-68 

5,77-24 


28,61-75 

1-98 

3,47-73 

20-48 

32,09-48 

1922-23 

42-03 

34,92-23 

13-37 


29-56 

29,12-70 


3,59-82 

31-54 

32,72-52 

1923-24 

43-06 

34,46-53 

n -16 


31-80 

29,39-67 


4,14-34 

33-81 

33,54-01 

1924-2S 

37-81 

35,45-77 

11-21 

3.73-23 

28-60 

31,72-54 


4,34-23 

28-40 

36,06-77 

1925-26 

38-53 

35,16-78 


3,99-21 

26-23 

31,17-57 


4,32-32 

28-35 

35,49-89 

1926-27 

41-00 

34,47-31 



28-50 

30,37-29 

1-82 

4,26-95 

30-32 

34,64-24' 

1927-28 

40-92 

35,27-82 

11.44 

4,13-39 

29-48 

31,14-43 

2-84 

4,48-69 

32-32 

35,63-12 

1928-29 

38-32 

32,77-89 



26-30 

28,59-18 

2-45 


28-75 

34,40-29 


38-17 



4.15-59 

27-27 

28,93-35 

2-63 

5,88-22 

29-90 

34,81-57 

1930-31 

33-94 

29,93-76 

9-92 


24-02 

25,86-16 

2-71 

5,58-66 

26-73 

31,45-82 

1931-32 

33-94 

32,65-10 

9-21 


24-73 

28,73-91 

2-43 

5,38-69 

27-16 

34,12-60 

1932-33 

17-86 



3,47-96 

12-46 

27,19-98 


5,88-34 

13-39 

33,08-32 

1933-34 

17-60 


5-67 

3,42-82 

11-93 

26.39-18 


6,11-30 

12*78 

32,50-48 

1934-35 



S-S7 

3,42-24 

1S*0S 

28,66-41 


5,37-40 

16‘10 

34,03*81 

1935-36 

26-25 

31.9TS4 

6-12 

3,43.34 

20-13 

28,48*20 

0-92 

6,59-48 

31-05 

35,07-68 

1936-37 

17-42 

31,71-13 

G-S3 

3,52-13 

10-K 


3*92 

6,82-93 

21-33 

38.S4-07 

1937-38 

19-18 

28,59-52 

5-53 

3,07-56 

13*65 

25,51-96 

4*00 

3,68-17 


29,20*13 


1 *■ Prom 1921-22 ‘ Land Reyeuh® ’ became a provincial head and the Oeatral Oovetumeat 

l^^rived L<nd Ravemts from places dltecQy vadev its controL 
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FKDEBAL PtNANOh IN MDIA 


TABLE 8.-L)ETAlLS OF REVENUE FROM INCOME-' 
(In Lakhs of Rupees) 
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TABLE 9.- YIELD OP THE INCOME-TAX IN THE 
DIFFERENT PROVINCES (NET) 

(In Laklis of Rupees) 


1 

1 

Year 

1 

§ 

"g 

1 ' 

) 

& 

1 

n 

1 

'i 

s 

1 

United 

Provinces 

■i 

*r^ 

U 

£ 

> 

Bihar and 
Orissa 

Central 

Provmces 

i 

cn 

..2 

2 

*0) M 

t-H rt p 

'M U P 

o dfQ 

gnUl. 

1911-12 

31'7o| 

53-14 

54-10 

24-16 

16-11 

... 

6-96 


24-14 

2,43-69 

1912-13 

34-45| 

56-62 

53-98 


16-80 

12-87 

7-29 

3-98 

25-13 

3,57-10 

1913-14 


65-64 

64-83 

26-81 


13-40 

8-50 

4-22 

26-36 

2,87-85 

1914-15 

■* 39-88 

67-31 

68-31 

27-38 

17-76 

13-79 

8-95 

4-53 

27-07 

3,00-81 

1915-16 

40-15 

71-77 


28-03 

18-43 

13-82 

9-32 

4-55 

25-56 

3,08*35 

1916-17 

59-44 


1,66-92 

42-47 

24-35 

19-76 

1303 

6-72 

46-45 

5,60-37 

1917-18 

80-73 

2,76-32 

3,37-78 

52-71 


23-48 

15-94 

9-13 

56-54 

9,39-84 

1918-19 


3,87-04 

3,48-78 

71-77 

39-75 

27-15 

18-46 

8-92 

67-32 

11,55-43 


1,60-87 

7,22-12 

9,48-59 


54-46 

35-32 

55-10 

7-76 

76-12 

23,05-51 


1,93-00 

6,73-17 

8,36-64 


63-80 

35-36 

34-44 


90-86 

21,97-21 

1921-22 

1,73-32 

8,29-66 

6,54-41 


53-77 

39-82 

54-49 

8-29 

1,02-28 

21,88-59 

1922-23 

1,27-46 



|H 

70-76 

56-63 

56-92 


93-28 

17,69-38 

1923-24 

1,54-93 

5,18-51 

5,96-59 

83-42 

71-41 

45-02 

54-55 

13-37 

94-27 

17,86-46 

1924-25 

1,21-52 

3,89-86 

5,46-51 

73-29 

55-59 

38-01 

47-18 


90-49 

15,60-86 

1925-26 

1,33-SS 

3,37-55 


74-42 

60-05 

34-26 

34-43 

17-59 

95-65 

15,53-32 

1926-27 

1,25-31 

3,06-54 


67-58 

63-22 

54-01 

35-33 

19-74 

1,01-79 

15,36-52 

1927-28 

1 ,31-59 

5,09-01 

RH 

75-93 

68-93 

41-44 

25-92 

18-13 

1,11-64 

14,77-08 

1928-29 





58-79 

92-50 

31-45 


1,18-73 

16,36-69 

1929-30 

1,32-50 

3,52-20 

6,07-33 

83-21 

56-59 

45-92 

29-71 


1,29-34 

16,35-50 

1930-31 

1,28-90 

3,25-35 

5,46-04 

82-25 

50-85 

4S-S9 

32-75 


1,36-58 

15,56-25 

1931-32 


iUii 

4,47-97 

1,02-10 

68-66 

59-91 

38-69 

18*77 

1,91-59 

16,83-11 

1932-33 

1,57-98 

4,42-94 


1,08-17 

78-89 

65-27 

34-94 

17-88 

2,11-43 

17,16-90 

1933-34 


4,38-60 

3,58-42 

1,14-73 

80-72 

58-72 

30-92 

20-72 

2,27-48 

16,33-40 

1934-35 

1,53-15 



1,25-53 

82-66 

61-83 

26-09 

16-77 

2,39-45 

16,72-93 

1935-36 

1,45-70 

3,98-96 

4,32-81 


78-72 

53-76 

21-45 

14-87 

2,22-12 

16,18-59 

1936-37 



4,32-13 


91-80 

49-26 

18-11 

17-12 

1,20-24 

14,48-59^ 

1937-33 

1,00-65 

3,54-21 

3, 80-15 

76-4S 

99-09 

39-10 

-10*67 

■ 

1,11-62 

ll,91-20» 


^ Does not Include SimpA, 




























6(J6 IfEDEIlAB FINANCE IN IW)I\ 

TABLE 10.— DETAILS OF EXCISE REVENUE (DRINK AND DRUGRj 
(In Lakhs of Rupees) 


Year 

(li 

License and dis- 
tillery fees and 
duties for the 
sale of drinks 
and drugs 

(2) 

Miscellaneous 

(3) 

Duty on hemp 
drugs, ganja, 
etc. 

Returns from 
commercial 
undertakings 

(S) 

Total 

Central 

Provincial 

Cenlial 

Provincial 1 

Central 1 Provincial 

Central 

Fiovlncinl 

Central 

Provincial 

1931-ia 

8,57-50 

11-86 

167-38 

1,04-72 

11,41-46 

1912-13 

9,26-80 

5 33 

180-29 

1,29-28 

12,41-69 

1913-14 

9,8 

19-35 

S-71 

202-63 

1,36-45 

13,34-15 

1914-lS 

9,77-03 

6-95 

212 33 

1,32-21 

13,28-.53 

I91S-16 

9,30-20 

6-89 

216-41 

1,41-33 

12,94-83 

1916-17 

10,07-80 

7-49 

223-55 

1,43-53 

13.f 

32-38 

1917-18 

11,31-05 

7-63 

234-53 

1,51-04 

15,24-26 

1918-19 

13,06-27 

8-88 

255-17 

1,63-32 

17,33-63 

191SI-20 

14, f 

)3-33 

10-16 

285-37 

1,67-09 

39,25-94 

1920-21 

15,49-52 

11-89 

313-85 

1,68-39 

20,43-65 

1921-22 

50-48 

14,38-56 

0-07 

7-07 

1-50 

79-76 

GO 

1,50-81 

53-80 

16,64-82 

1822-23 

46-56 

15,49-83 

0-06 

10-83 

3-18 

96-74 


1,60-96 

51-69 

18,03-53 

1923-24 

45-15 

16,39-26 

0-15 

10-82 

1-41 

96-04 

1-84 

1,56-51 

48-25 

18,92-27 

1924-25 

39-00 

16,08-85 

0-17 

37-85 

1-18 

1,17-69 

1-67 


41-99 

19,09-69 

1925-26 

37-28 

15,59-11 

0-42 

26-16 

1-80 

1,12-51 

2-85 

2,62-71 

42-21 

19,47-66 


36-32 

15,28-79 

0-49 

30-09 

T61 

1.17-07 

2-77 

2,78-44 

41-13 

19,41-55 


47-40 

15,48-67 

0-49 

28-59 

1-77 

1,18-52 

3-26 

2,62-20 

52*15 


1928-20 

4T43 

13,58-48 

0-28 

21-52 

11-29 

5,72-36^ 

... 

n4-48 

53*01 

19,66-86 

1929-30 

40-57 

14,08-79 

0-41 

20-01 

14-19 

5.63-66 

... 

15-61 

55*16 

20,08-07 

1930-31 

32-47 

11.28-50 

0-32 

18'98 

13-81 

4,86-SB 


12-37 

46-61 

16,46-25 

1931-32 

36-12 

9,94-48 

0-29 

18-11 

14-85 

4,34-22 


10-66 

5T26 

14,57-46 

1932-33 

m 

10,31-49 

0-23 

18-98 

10-37 

4,17-65 

... 


41*59 

14,68-15 

1933-34 

29-73 

10,49-62 

0-26 

20-85 

10-35 

4,05-45 

■ »« 


40*33 

14,76-22 


29-70 

10,54-87 

0-20 

21-64 

10-38 

4,06-02 

... 

0-03 

40*77 

14,82-75 

1933-36 

2F11 

10,80-65 

0-27 

23-20 

10-60 

4,03-73 


0-02 

38*08 

15,07-60 

1936-37 

27-62 

10,91-78 

0-22 

23*71 

10-98 

4,04-23 


4t* 

38*82 

15,19*73 

193J-38 

16-28 

^10,77-41 

0*03 

11-67 

7*25 

3,89-05 

*•( 

**il 

23-57 

14,78-12 


^ <%aAg8 ift the dassifieajdoa ol scchunfs led to the wMe dlspatity hetweeh the figures for 
uila aufl the pterione ^ar. 
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EXPLANATORY NOTE TO TABLE 10 

mi-n to 1920-21— 

(1) Liquors foreign or made m Indui 
Country spirits, 

Toddy revenue. 

(2) Miscellaneous. 

(3) Opium and its preparations, 

Other diugs, ganja, bhang, etc. 

Paohawai levenuo. 

Duty on ganja. 

(4) G^s on sale proceeds of excise opium, etc 
1921-22 to 1927-2B— 

(1) License and dlstilleiy fees for the sale of drink and diPgs. 

(2) Fines, confiscations and miscellaneous. 

(3) Transit duty on opium and duty on ganja and acreage on poppy 

(4) Gain on sale proceeds of excise opium and other drugs. 

Recoveries of investments in Government commercial undertakings. 

Profits from Government commercial undertakmgs. 

Recoveries of indirect charges from Government commercial undertakings. 

AU» 1927-28— 

(1) Country spirits— country fermented liquor— malt liquors, wines and spirits, 

receipts from oommercinl spirits, medicated wines, nud distilleries. 

(2) Fines, confiscations, etc.— recoveries of over payment®,— oollection of pay- 

ments for services rendered. 

(3) Opium, hemp and other drugs. 

(4) Recoveries of investments in Profits from and recoveries of indirect 

obarges from commercial undertakings. 


In the Government accounts, 'excise' is applied chiefly to the taxation 
Imposed on drugs and intoxicants produced in the countrj'- The excise duty on 
motor spirit, kerosene, silvei, sugar, matches, iron and steel, and mechanical 
lighters are credited to ' customs 
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PEDBIUL FINANCE IN INDIA 


TABLE 11.-DETAILS OF SALT REVENUE 
(In Lakhs of Rupees) 


Year 

•M 

"S 1 ' 

ir 

o 

t 1 

u M d a 

isll 

H 1 

Duty on salt 
imported 

Miscellaneous 

■gJS 
u § 

« a 

ll 

Charges for 
collect] on 

s 

a 

o 

8 

w 

'A 

1911-12 


31-70 

3,2415 

1,46-22 

6-60 

36-17 

55-16 

1,15 34 

1912-13 

... 

32-43 

3,23-17 

1,37-28 

7 27 

38-59 

56 00 

4,05-56 

1913 11 

.*• 

31-53 

3, -27-33 

1,49-85 

6 08 

39-42 

54-69 

r\ 

4,22-68 

19W-1S 

... 

42 50 

3,75 02 

1,61-03 

7-47 

40-50 

53-82 

4,92-30 

191S-1G 

... 

29-58 

3,54-26 

1.42-77 

10-53 

41-22 

5613 

4,49-79 

1916-17 

... 

51-29 

5,07-89 

1,55 28 

9-48 

39-61 

59 47 

6,24-86 

1917-18 


87-70 

5,97-43 


1175 

43-60 


7,17-26 

1918-19 


55-58 

4,41-82 

1,28-15 

16-15 

97-03 

82-64 


1919-20 

« 

33-98 

3,74 24 

1,54-77 


48-42 

80-87 


1920-21 


48-60 

4,64-94 

1,55-22 


96-21 

92-91 

4,87-33 

1921-22 


43-03 

4,08-80 

1,77-78 


46-67 

1,18-52 

4,79-02 

1922 23 


47-86 

4,58-15 

2,07-40 

18-06 

89-09 

1,10-38 

5,32-00 

1923-24 

• •• 

68-92 

6,97-85 


13-51 

46-40 

97-82 

8,66-lS 

1924-2S 


40-56 

4,68-85 

2,66-67 

9-70 

83-10 

82-96 

6,19-72 

1925-26 

«■« 

38-35 

3,88-92 


7-96 

44-34 

84-42 

5,08-27 

1926-27 


42-69 

4,14-13 

2,07-45 

8-59 

41-23 

81-13 

5,50-50 

1927-28 


41-72 

4,19-12 


10-03 

45-72 

83-91 

5,38-24 

1928-29 

K** 

54-94 

4,89-52 


13-10 

45-39 

82-86 

6,37-58 

1929-30 

*** 

41-70 

4, 13-55 

2,15-50 

10-13 

44-12 

86-23 

S,S0-S3 

1930-31 


34-73 

4,04-30 

2,37-14 

14-35 

46-43 

86-29 

5,57-80 

1931-32 

4»* 

41-85 

5,26-83 

2,95-49 

13-92 

42-56 

78-95 

7,57-28 

1932-33 


53-53 

6,41-41 

3,29-15 

14-37 

SS-17 

71-97 

9,11-32 

1933-34 


45-34 

5,65-04 

2,82-12 

13-42 

54-68 

73-85 

7,77-39 

1934-35 


40-08 

5,18-45 

2,46-03 

12-66 

53-55 

74-29 

6,89-38 

1935-36 



5,42-72 

2,64-80 

11-82 

54-63 

78-56 

7, 27-55 

1936-37 

t4* 

39-67 

5,77-43 

2,78-01 

5-13 

24-59 

1,07-69 

7,67-96 

1937-68 


40-05 

) 

, 5,72-53 

E 

2,39-57 

4-79 

23-94 

1,06-20 

7,26-80 
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TABLE 12— FINANCIAL STATISTICS OP RAILWAYS IN INDIA 
(In Rupees 000} 
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I'’EDRK'\rj PINANCJi TN INDIA 


TABLE 13.-FINANCIAL POSITION OF RAILWAYS 
(In Rs, 000) 


Cla?s and Name of Railway 

Capital at Charge on 


31 March 
1929 

31 March 
1937 

CENTRAL GOVERNMENT 



COMMBRCtAt LINBS 



State Hatluiays worked by the State 



Basit Indian (including Bihar) . 

Eastern Bengal 

Great Indian Peninsular 

North Western (including New Capital Railway Works 
Delhi) .. ... .. .. 

Burma .. .. . .. 

Railway Collieries ‘ 

1,39,75 

47,84 

1,11,82 

1,02,68 

32,76 

98 

1,47,70 

51,48 

1,14,58 

1,13,05 

34,69 

1,87 

Total . 

4,35,83 

4,63,36 

State Hailways worked by Companies or 

Indian States 



Assam Bengal 

Bengal Nagpur ... 

Beawada (including Dhone-Kumool) 

Bombay, Baroda and Central India ., 

Jodpur (BnCsh Section) 

Lucknow Bareilly (Rohllkund—Kumaon) ... 

Madras and Southern Mahratta ... 

South Indian 

Tirhoot (Bengal and North Western) 

Contribution to Depreciation Reserve Fund" .! 

21,62 

71,61 

33 

70,24 

83 

1,56 

54,75 

35,88 

9,26 

23,87 

77,84 

46 

73,78 

1,16 

2,54 

53,31 

45,68 

10,01 

Miscellaneous ... .. Total ... 

2,66,08 

3,20 

2,88,63 

3,09 

Total Commercial ... 

7,05,11 

7,55,08 

SiKATBQic Lines 

Northwestern 

33,10 

33,80 

Total Central Government ... 

7,38,21 

7,88,88 

PROVINCIAL GOVERNMENTS 
Government of Assam— Jorhat (Reserved) , 

Government of U.P.—Msttllery5idiq(R^Ved) 

13 

1 

13 

1 

Total Frovlncisd Governments ... 

14 

14 

^ Grtod Total ... 

7,38,85 

7,89,02 
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TABLE 13.-PINANCIAL POSITION OF RAILWAYS 
(In Rs. ODD) 


Net Receipts 

Percentage o£ 
net Revenue 
Receipts on Capita! 
at Charge 

Total Charges 

Percentage of 
(ram or Loss on 
Capital at Charge 

1928-29 

1936-37 

1928-29 

1936-37 

1928-29 I 

1 

1936-37 

1928-29 

1930-37 

8,U 

7,62 

5.83 

516 

1 

! 

5,70 

5,87 

1 

1-18 

2,34 

1,15 

4 88 

2-24 

1.80 

1,94 


-1-SJ 

S,26 

4,65 

4-70 

4-05 

4,19 

4,19 


0-40 

4,22 


4'n 

5 30 

4,09 

4,46 

0-13 

1-3S 

1,9S 

1,06 

5-94 

3 04 

1,69 

1,42 

0-79 

-1-05 

... 

... 

... 

5 

8 

-5-11 

-4-42 

21,90 

20,47 

5-01 

4-42 

17,51 

17,97 

0-99 

0-54 

97 

23 

4-49 

1 

0-71 

87 

92 

0-48 

-3-13 

3,35 

i 3,52 

3-29 

2-20 

3,30 

3,23 

-1-33 

-1-9S 

5 

1 5 

14-97 

9-38 

1 

2 

10-66 

5-30 

S,09 

5,57 

7-24 

6-86 

2,84 

2,90 

3-20 

2-93 

3 

14 

3-24 

12-58 

3 

5 

-0-69 

8-41 

19 

24 

12-17 

8-30 

11 

11 

5- IS 

4-02 

4,58 

2,62 

8-35 

4-54 

2,97 

2,44 

2-94 

-005 

2,44 

1,94 

6-81 

3-60 

1,59 

1,75 

2-38 

-0-23 

1.03 

95 

11-08 

7-94 

38 

39 

7-00 

4-05 

-80 

-8 

... 

... 

... 

... 

... 

- 

15,93 

14,18 

5-83 

4-20 

12,10 

11,81 

1-44 

0-11 

... 

... 

-16 

12 

o-so 

-3-88 

37,83 

34,65 

S-3S 

4-32 

29,45 

29,90 

1-17 

0-36 

-32 

-63 

-0-96 

-1-85 

1,42 

1,34 

-S<24 

-5-81 

37,51 

34,02 

5-08 

4-05 

30,87 

31,24 

0-89 

0-09 


I 

■ 

■ 

■ 

■ 

-2-63 

-3-31 







-5-64 

-4-55 


MU 


B 

B 

BS 

-3-74 

-3-43 

37,51 

34,02 

■i 

4-05 

30,87 

31,2^ 

0-89 

0-09 
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l-'EDEHAL FINANCE IN INDIA 


TABLE 14.-PINANCIAL RESULTS OF IRRIGATION, 1936 37 
{In Rs. 000) 


Provinces fliid Canals 

Ifg 

Total Revenue 
receipts 

Worfring 

expenses 

Interest on 
capital 


Central Government— 






Pishin Canal (Balucliistan)... 

28,95 


53 

1,08 

-4'SS 

Nari Weir Canal ( ,, )... 

6,28 


10 

27 

-4-26 

Tank Projects (Rajputana) . 

34,21 

69,44 


64 


-2-45 

Total (Unproductive) 


1,27 

2,50 

-3-49 

Nasirabad Section of Lloyd Bar- 






rage & Canals System (Sind). 



8,95 

5.17 

-10-20 

Total Central Government. 

1,76,97 

4,50 

10,22 

7,67 

... 

Promndal Governments— 
Government of Madras ; 






Cauvery Delta System 

78,33 

13,86 

2,36 

3,15 

10-65 

Godavari Delta System 

1,68,84 

51,98 

11,44 

6,13 

20-38 

Pennar River Canals System 

58,82 

5,92 


1,98 

4-85 

Periyar System ... 

1,04,65 

8,61 

1,89 


3-07 

Kistna Delta System 

2,20,96 

44,91 


8,08 

12-46 

Lower Coleroon Aniout 

System ... 

29,13 

4,63 

1,38 

1,13 

97 

7-20 

Divi pumping System ... 

25,89 

3,18 

35 

7-18 

Tolodnr Reservoir Project ... 

23,51 

83 

45 

1,01 

-2-69 

Cauvety Mettur Project 

6,48,54 

11,04 

3,77 

31,44 

-3-73 

Eattalai Scheme 

S,Sl 

1,10 

48 

1,86 

-3-23 

Other Projects ... 

73,78 

9,88 

3,61 

2,77 

4-74 

Total Productive 

14,70,96 

1,55,94 

36,12 

62,03 

3-93 

Kumool-Cuddapa Canal ... 

2,33,14 

3,15 

88 

7,82 

-2-38 

Special accelerated wide- 
spread programme of im- 


provement of tanks 

32,95 



“1* 


Other Projects ... 

1,42,38 

4,35 

2,39 

5,03 

-2-16 

Total Unproduolive 

4,08.47 


3,27 

12,85 

BSE 

Total Irrigation 

18,ra,43 

1,63,44 

39,39 

74,88 


Buckingham Canal 

85,93 

1,33 

1,10 

2,20 

2,87 

■RV!?! 

Other Injects ... 

1 

16 

4 

-14-85 

Total Government of Madras 

19, ^,69 


41,75 ■ 

wm 

2*29 

Government of Bombay— 






Total Productive 

13,75 

1,64 

22 

46 

6-91 

Mntha Canal including Maioba 






si» 

66,85 

4,10 

87 

2,29 

1-39 

Nira Left Bank Canal and 

Shetphal Tank ... 

1,39,45 

6,92 

1,92 

5,84 

-0’60 

Godavari Canal ... 

1,00,68 

4,21 

3123 

3,44 

-2*44 

Nira Right Bank Canal 

4,01,41 

2,59 

3.45 

18;25 

-4'76 

Pravara River Works 

1,45,10 

6,07 


5,98 

-2*62 

Other Projects ... ... 

1,67,24 

4,48 

2,97 

5,63 

-2-46 

Total UnprodnctivB 

10,20,71 

28,37 

16,34 

41,43 

-2-88 

Total Government oiBombay 

10,34,46 

30,01 

16,56 

41,89 

-2-75 
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TABI,E U.— FINANCIAL RESULTS OP IRRIGATION, 
1936-37 (In Rs. 000) — {coHiinued) 


Provinces and Canals 

Capital outlay 
to the end of 
1936-37 

Total Revenue 
receipts 

Working 

expenses 

Interest on 
capital 

’P'S.. 

jogs- 

3 ^ 
i g.3 

Government of Bengal— 

r 

1 





Uainod^r Canal 

Bakreswar Irrigation Scheme . 

1,17,58 

7,02 

4,93 

19 

2,74 

14 

5,68 

35 

-2-97 

-4*27 

Total Productive 

1,24,60 

5,12 

2,88 

6,03 

-3*04 

Midnapiir Canal 

83,07 

1,26 

1.27 

2,76 

-3*34 

Total Irrigation 

2,07.67 

6,38 

4,15 

8,79 

-3*16 

Hijili Tidal Canal ... 

Calcutta and Eastern Canals... 
Madaripur Bil Route 

Dredger ' Ronaldshay ’ 

Dredger ' Cowley ’ 

Other Projects 

25,51 
68,88 
83, U 
48,40 
45,39 
38,42 

mm 

■ 

41 

4,32 

1,67 

1,56 

92 

2,46 

85 

2,21 

3,51 

2,42 

2,27 

1,64 

-2*73 

-3*98 

-4*13 

-8*10 

-6-99 

-8*17 

Total Goveinnient of Bengal. 

5,18,38 

13,43 

tm 


-4*58 

Govemneut of Untied Pramnees— 






Ganges Canal ... ... 

Lower Ganges Canal ' 

Eastern Jumna Canal 

Agra Canal ... ... 

Sarda Canal 

Gild Hydro-Electric Scheme ... 
Ramganga Canal ... 

Tube Wells fState) 

Other Projects 

4,18,77 

3,91,80 

56,92 

1,15,10 

9,60,83 

3,01,57 

26,45 

09,11 

19,69 

73,63 

46.70 
26,32 
12,38 

41.71 
20,45 

1,65 

9,47 

1,19 

17,62 

14,79 

5,36 

4,60 

24,95 

9.21 

2,35 

9,03 

1,02 

14,58 

13,07 

2,05 

3,84 

45,24 

10,64 

1,25 

2,37 

56 

9*90 

4*81 

33*23 

3*43 

-2*96 

0*20 

-7*39 

-1*94 

-1*97 

Total Productive 

23,90,24 

2,33,50 

88,93 

93,60 

2*13 

Dun Canals 

Betwa Canal 

Ken Canal 

Dhasan Canal 

Ghaggar Canal including Garai 
Canal 

Other Projects ... 

26,06 

82,33 

58.79 
48,47 

50,27 

81.80 

2,09 

5,98 

3,05 

1,58 

2,09 

2,56 

85 

3,01 

1,65 

1.13 

1,39 

2.13 

1,10 

2,77 

1.96 
1,63 

1,84 

3.97 

0*54 

0*24 

-0*96 

-2*46 

-2*25 

-3*86 

Total Unproductive 

3,57,72 

17.35 

10,16 

13,27 

-1*70 

Total Govt, of United Provincet 

27,47,96 

2i50,8f 

99,09 

1,06,87 

■ 
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FBDEBAL FINANCE IN INDIA 


TABLE 14.-PINANCIAL RESULTS OF IRRIGATION, 
1936-37 (In Rs. QQO)--{conttnued) 


Provinces and Canals 


Capital outlay 
to the end of 
193e-37 

L 
> ** 
to 04 

3 S: 

II 

l> «U 

Interest on 
capital 

II 

Government of Pwejab— 







Uppei Ban Uoab Canal 


2,09,99 


16,44 

7,04 

17-59 

Western Jumna Canal 


1,81,01 

30,97 

15,83 

6,17r 

9-93 

Shirhmd Canal 

, , 

2,51,18 

51,64 

16,19 

8,44 

10-75 

l40weT Cheuab Canal 


4,40,87 

1,63,95 

33,15 


26-03 

Lower Jhelum Canal 


l,97,a) 

49,16 

13,15 


14 67 

Upper Cbenab Canal 


3,92,32 


11,42 


2-15 

Upper Jhelum Canal 


4,41,50 

18,96 

12,59 

14,81 

-1-91 

Lower Bari Uoab Canal 

,, 

2.28,03 

89,29 

15,55 

7,78 

28-93 

Sutlej Valley Project 


8,97,00 


25,66 


1-78 

Other Projects 

... 

33,47 

17,06 

7,04 

1,12 

26-58 

Total Productive 

... 

32,72,67 

6,05,40 

1,67,02 

1,21,94 

0-67 

Indus Inundation Canals 

... 

32,63 

6,19 


1,13 

-5-94 

Paujnad Headworks 

... 

73,15 

9 

75 

3,43 

-5-50 

Other Projects 


25,74 

9,09 

15,37 

5,76 

93 

9-29 

Total Unproductive 

... 

1,31,52 

13,51 

5,49 

-2-76 

Total Government of Punjab 

... 

34,04,19 

6,20,77 

1,80,53 

1,27,43 

9-19 

Govemmeni of Bihar— 

Son Project— Total Productive. 

2,58,99 

28,48 

8,46 

8,61 

4-02 

Trlbenl Canal 

*■« 

79,26 

3,01 

1,23 

2,66 

mm 

Obaha Canal 

... 

6,18 

■31 

11 

21 


Total Unproductive 

... 

85,43 

3,32 

1,34 

2,87 

-1-04 

Toto:! Government of Bihar 


3,44,42 

31,80 

10,80 

11,48 

2-77 

GovemuefU of Central Pro- 













Ramtelc Reservoir 


27,92 

34 

26 

93 

-3-04 

Tondula Canal 


1,20,75 

3.37 

1,28 

4,71 

-2-17 

Woinganga Canal ... 

V*4 

53,24 

1,28 

71 

2,00 

-2'68 

Mabanadi Canal ... 

..4 

1,58,33 

^28 

2,49 

1.80 

6,54 

-3-67 

Kharungr 

• 4* 

6 

46 

2,73 

-S-26 

Maniari 


58,30 

4 

49 

2,69 

-5-39 

Other Projects 

... 

1,77,91 

2,14 

1,52 

7,15 

-3-67 

Total Government of Central 
Provinces ... 

6,56,73 

9,72 

6,52 

26,75 

-3-59 
































^fP^NDIX I- 


TABLE U.— FINANCIAL RBSULTvS OF IRRIGATION, 
1936-37 (In Rs 000)—{eo»iimicd) 


Sl6 


Fjovmces and Canals 

Capital outlay 
to the end of 
1936-37 

a 

® .2* 

{2 ‘a> 

S Vi 

0 

1 

“i 

g 1 

It ! 

1 

a 

|f 

loSs; 

at aff 

O 

Government of North- West 
Frontier Province— 

Lower Swat Canal 

59,91 

8,87 

1,92 

2,21 

7-91 

KahJll River Canal 

14,38 

2,82 

1,13 

53 

8' 07 

Total Productive 

74,29 

11,69 

3,06 

2,74 

7-94 

Paharpur Canal 

31,50 

57 

1,69 

4,65 

1,19 

-7-34 

Upper Swat Canal 

2,06,60 

9,63 

7,27 

-1-10 

Total Unproductive ... 

2,38,10 

10,20 


8,46 

-1-93 

Total Government of NortE- 
Weat Frontier Province 

3,12,39 

21,89 

9,40 

11,20 

0-42 

Govemmeni of Ortssa — 

Orissa Project 

2,65,74 

6,81 

5,44 

8,86 

-Z-82 

RusEiMya Systetu 

51,87 

2,23 

1,03 

1,82 

-1’20 

Total Unproductive ... 

3,17,61 

9,04 

6.47 

10,68 

--2-S5 

Ganjam Gopalpur Canal ... 

1,43 

... 

m 

5 

-3-32 

Total Government of Onssa ... 

3,19,04 

9,04 

6,47 

10,73 

-2'S6 

Govermneni of Sind— 

Desert Canal 

26,74 

3,74 

2,09 

89 

2*84 

Fnldl Canal 

SS,S3 

4,28 

2,80 

2,48 

-V78 

Lloyd Barrage and Canals 
Construction 

27,57,59 

1,33,48 

56,93 

1,52,46 

-2*75 

Other Projects 

68,24 

17,69 

10,19 

2,56 

7*24 

Total Productive 

29,08,09 

1,59,21 

72,01 

1,58,40 

-2*45 

Total Unproductive .. 

27,58 

1,26 

2,09 

1,08 

-6*91 

Total Government of Sind ... 

29,35,67 

1,60,47 

74,10 

1,59,48 

-2*49 

Total Provincial Goveinmeats ... 

1,42, ^,88 

13,12,55 

4,60,71 

5,95,31 


Total Central Government ... 

1,76,97 

4,59 

10,22 

7,67 


Grand Total ... 

1,44,16.86 

13,17,0^ 

4,70,93 

6,02,98 

... 


































REVENUE AND EXPENDITURE OF THE PROVINCIAL 
GOVERNMENTS FROM 1921-22 

Sources . — Finance and Revenue Accounts ot the Government of India 
till the year 1937-38, and Budget Statements of the various 
Provincial Governments lor the other years. 

Notes. — 1. The revenue figures are gross, except in the case of 
‘ Irrigation ’ for which net figures are given. ^ 

2. The figures of Expenditure under ‘Civil Works’ include 

interest on capital outlay on Hydro-electric Schemes, etc., 
but do not include ' Capital Outlay on Civil Works 
charged to Revenue 

3, Agrioilture includes Veterinary. 



Lakbs of Rupees) 



















TABLE 16.— BOMBAY' 
jteVENUE (In Lsktas of Rupees) 
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PTom 1936-37, excluding Sind. “ Revised estimates. ’ Budget estimates. 


























TABLE 17.— BENGAL 
REVENUE (In Lakhs of Rupees) 




* Revisea estimates. " ® Bndget estimates 

































620 FEDERVt PINANOE IN INDIA 



estimates. * Btidget eatimates. 


















TABLE 19.— PUNJAB 
BEVENUB (Bi Lakhs of Rupees) 


\PPEND1X K 
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TABLE 20.— CENTRAL PROVINCES 
REVENUE (In Lakhs of Rupees) 
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TABLE 21.— ASSAM 
REVENUE (In Lakhs of Rupees) 
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XA^LrB 22.-«-fiIHAR AND OR155A, T1L.1. 1935-36 

REVENUE (In 3La.kbs of Rupees) 
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TABLE 23 —BIHAR. ORISSA AND SIND, FROM 1B3B-3T 
REVElSrOE (In Lakhs of Rnpees} 
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TABLE 24 —INCOME AND EXPENDITURE OF DISTRICT AND 
LOCAL BOARDS 
(In Lakhb of Rupees) 


1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 

1922- 23 

1923- 24 

1924- 25 

1925- 26 

1926- 27 

1927- 28 

1928- 29 

1929- 30 
1939-31 
1931-32 
1932^33 

1933- 34 

1934- 35 

1935- 36 


Incidence 

pet 

Head 

fl 

1 

i 

*D 

w 

As Ps 


3 10 

1,17 

4 b 

1,32 

4 0 

1 1,54 

5 S 

1.74 

S 1 

1,82 

5 3 

1,85 

5 7 

1,96 


Expenditure 




7 6 

4,09 

7 8 

4,20 

8 3 

4,28 

8 6 

4,46 

9 6 

5,05 

10 2 

5,30 

10 6 

5,72 

10 9 

5,91 

10 8 

6,05 

10 5 

6.27 

9 7 

6,25 

Q 5 

5,91 


6,03 8,84 


6.08! 4,05 
6,10 1 4,28 










vpri'.Nmx p 
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TABLE 25 —INCOME ANIJ EXPENDITURE OF MUNICIPALITIES 
(In Lakhs ol Rupees) 



SS 

'Sc 

If 

4 

Population within 
Municipal limits 
(in lOOO’s) 


Income 




Yeat 

(fl 

4) ta 
■3 at 

4 •< 

h 
& « 

Prom other 
sources (mclud- 
lug Eztra-oidi- 
nary and Debt.) 

Total 

<U 

s ^ 

'O'-Jjio 

BtsS a 

13 S M “ 

Expenditure 

1911-12 ... 

714 

17,130 

5,06 

7.83 

12,89 

SS. A 
4 5 

P. 

7 

12,54 

1912-13 ... 

712 

17,085 

5,27 

12,32 

17,59 

4 12 

0 

17,02 

1913-14 

714 

17,219 

5,47 

13,09 

18,56 

5 1 

5 

18,48 

1914-lS 

713 

17,228 

5,44 

13,11 

18,55 

4 IS 

1 

18,70 

1915-16 .. 

714 

17,266 

5,80 

9,31 

15,12 


3 

15 45 

1916-17 

;22 

17,342 

6,12 

9,45 

15,57 

5 2 

6 

15,58 

1917-18 ... 

725 

17,353 

6,41 

10,42 

16,83 

.3 8 

0 

16,58 

19J8-19 ... 

731 

17,418 

6,97 

11,23 

18,21 

6 1 

3 

17,83 

1919-20 ... 

739 

17,485 

7,42 

13,58 

20,99 

6 8 

5 

20,97 

1920-21 

749 

18,129 

8.01 

19,50 

27,51 

6 IS 

5 

27,08 

1921-22 .. 

751 

18,794 

8,69 

19,81 

28,50 

6 14 

5 

28,69 

1922-23 .. 

757 

13,880 

9,70 

26,43 

35,13 

7 6 

11 

35,75 

1923-24 ... 

772 


10,32 

33,8.5 


7 12 

6 

43,67 

1924-25 

763 

18,896 


34,92 


8 6 

3 

45,84 

1925-26 . 

767 

18,959 

11,43 

30,33 

41,76 

8 8 

9 

41,30 

1926-27 ... 

771 


11,68 

26,14 

37,82 

8 13 

3 

37,89 

1927-28 

774 

19,087 

11,96 

24,25 

36,21 

8 14 

7 

36,61 

1928-29 . 

776 

19,101 

12,29 

20,82 

33.11 

9 1 

5 

33,15 

1929-30 . . 

777 

19,113 

12,65 

25,13 

37,78 

9 5 

9 

37,70 

1930-31 ... 

781 

21,230 

12,68 

23,91 

36,60 

8 4 

6 

36,25 

1931-32 

785 

22,433 

12,44 

23,84 

36,28 

7 10 

6 

36,73 

1932-33 ... 

789 

22,794 

12,56 

26,53 

39,10 

7 9 

3 

38,86 

1933-34 ... 

794 

22,794 

12,88 

23,82 

36,70 

7 11 

7 

36,18 

1934-35 .. 

798 

22,876 

13,14 

24,64 

38,08 

7 IS 

3 

37,60 

1935-36 ... 

812 

22,818 

13,46 

27,74 

41,21 

8 3 

7 

41,21 








TABLE 26.-INCOMB AND EXPENDITURE OP DISTRICT AND LOCAL BOARDS IN 
different provinces in 1935-36 

(In Lakbs of Rupees) 



table 27.— income AND EXPENDITXJEE OF MUNICIPALITIES IN DIFFERENT 

PROVINCES IN 193S-^6 
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TABLE 28,-AREA, POPULATION AND REVENUE OP THE PRINCIPAL 

INDIAN STATES 

* Average annual revenue. 1 Average of five years, 

t Approximate annual revenue. 


Name of the State 


Area 

Population 

(in sq. miles) 

(1931 Census) 


Revenue (1937) 
Sa, 00,000. 


Bahawalpui' 

a»e 


Banganapalli 

... 


Baria ... 

... 


Baroda 



Barwani 

... 

• a. 

Bhavuagar 

... 


Bhor ... 

... 

... 

BUcanlr 

• «> 


Cambay 

... 


Charkhari 


««. 

Chhota-Udepur 

«•* 

«•* 

Cochin 

... 


Coooh Behar 

4«* 


Datla ... 


• «» 

Dhar (C.I.) 

««« 

... 

Dbarampur 

... 

.«« 

Dholpur 

«•« 

f.. 

Dhrang^dhra 

... 

««« 

Dhrol... 

... 

... 

Dungarpur 

■ 4. 

4«. 

Faridkot 


«.» 

Gondal 

... 

*«• 

Gwalior 

. .« 


Hyderabad 


... 

Idar ... 

««< 


Indore 



Jalsattner 



Janjira 


... 

Jaora ... 

i 


Jawbar 


... 

Jhalawar 

... 

... 

Jodhpur 

4.. 

.*« 

Juhagadh 



Kapurthala 

«•« 
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TABLE Z8.-AREA, POPULATION AND REVENUE OF THE PRINCIPAL 
INDIAN STATES-(i.W»/i««erf) 

Average annual levejiue. 1 Avei’age of five years. 

t Approximate amtu^ revenue. 


Name of the State 

Area 

(m f,q. miles) 

Population 
{1931 Census) 

Revenue (1937) 

Rs. 00,000 

Kbalrpur 

6,050 

227,168 

25'00 

Kishangarli 

858 

85,744 

7-50 

Kolhapift 

3,217 

057,137 

125-70 

Kotah.. 

5,684 

685,804 

51-70 

Kutch... 

8,249 

514,307 

32-00 

Limbdi 

343 

40,088 

9-00 

Lunawada 

388 

95,162 

S-SO 

Malbar 

407 

68,991 

JSOO 

Mandl 


207,465 

•12-48 

Mayurbbanj 

4,243 

889,603 

33-00 

Morvi,.. 

822 

113,024 

40-00 

Mysore ... ... 

29,474 

6,557,302 

379-00 

Nawanagar ... 

3,791 

409,192 

90-00 

Orohha 

2,080 

314,661 

113-00 

Palanpur 

1,774 

264,179 

10-62 

Partabgarh ... 

— 

— 

15-75 

Patiala 

S,932 

1,625,520 

157-00 

Patna.,. 

2,511 

566,943 

10-81 

Porbandar 

f42 

115,741 

21-00 

Radbanput 

1,150 

70,530 

8-00 

Rajitot 

283 

75,540 

12-50 

Rajpipla 

1,517 

206,085 

27-00 

Rampur 

892 

464,919 

45-17 

RatUm 

693 

107,321 

10-00 

Rewa ... 


1,587,445 

60-00 

Samthar ... .. 

17B 


3-SO 

Sangll 

1,136 

258,442 

tl5-96 

SimiDor ... •> 

1,141 

148,568 

112-00 

Sant ... 

394 

83,531 

4-14 

Tonk ... 

2,SS3 

317,360 

21-76 

Travaocote 

7,625 

8.095,973 

252-54 

Triptim 

4.116 

382,450 

31-17 

Udaipur ... 

. 12,753 

1,566,910 

80-00 ' 






TABLE 29.— HYDERABAD. 
REVENUE ('i Lakhs of Rupees) 
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TABLE 31.— JAMMU AND KASHMIR 
REVENUE Fn. Lakhs of Rnpees) 
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Total .. 174 221 243 245 283 275 247 235 227 231 













REVENUE (m La&hs of Rupees) 
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TABLE 34.— INDORE 
KEVENDE {m Lakbs of Rnpees) 


APPENDIX F 


637 







































































BIBLIOGRAPHY 

A. BOOKS 

'Voworth, Sir W. M State Railway Own ci ship (1920) 

Adarkor, B. P The Principles and Problems of Fedeial Finance 
(1933). 

Alston (Leonard). Elements of Indian Taxation (1910) 

Ambedkar, B B The Problem of the Rupee (1928). 

Ambeidkai B. R The Evolution of Provincial Finance tn Biitish 
India (1925) 

Anstey, V. The Economic Development of India (1929). 
Avbuthnot. Selections from the Minutes of Sn Thomas Munro 
(1829). 

Atkinson, F. A Review of the Effect of Low Exchange on the 
Export Trade of India (1892). 

Badon Powell, B H. Land Systems of Biitish India, 8 vols 
(1892). 

Baden Powell, B. S'. The Indian Village Oommuntty (1896) 
Banei'iea, P. Fiscal Policy m India (1922) 

Banei'iea. P Indian Finance in the Days of the Company (1928) 
Bnnei’jea, P. Provincial Finance in India (1929). 

Barbour, David The Theory of Bimetallism (1886). 

Bell, Uovace. Railway Policy in India (1894). 

Bradshaw, J. Sir Thomas Mvnro (1906). 

‘British Indian.’ Finance and Commerce in Federal India (1932). 
Buokley, R. Burton. The Inigation Works of India, 2nd edition 
(1005). 

Burke’s Speeches on India (Bohn’s Biitish Classics). 

Cambridge History of India (vols. V and VI)- 
Ccmphell, Sir A. G. Modem India (1852) 

Oainpbe]]. Sit A. G. India, as it may he (1863). 

Canipbril, Sir A. G The Capital of India (1866). 

Oampbcll, Sir A. G. Memoirs of My Indian Career, 2 vols. 
(1893). 

Ohnblani, H. C. Indian Currency and Exchange (1925). 

Ohesney, Sir George. Indian Polity (1868). 

Ootton, Sir A. The Famine in India (1886). 

Coyajea, Sir J. 0, Indian Fisoal Problem (1924). 

Ooyajes, Sir J. 0. The Indian Curreney System (Madras Uni* 
varsity) (1980). 

Oiwrming, Sir John, Modem India (1982).- 



640 PEDEHAIj finance in indta 

Cunningham, H. B. BTitish India and Us Ituhrs (1882). 

Curzon, Lord. British Government in India (1925). 

Cuczon, Lord. Speeches (Lord Curzon in India, 1898-1906). 

D ’Souza, V, L. Financial Problems of the States in Federal 
India (1935). 

Dickinson. India, Its Government under a Bureauciacy (1858). 

Dutt, B 0, The Economic History of India under Early Biitish 
Buie (1906). 

Dutt, B. G. The Economic History of India in the Viclonan Age 
(1906). 

Dykes, J. W. B. Salem, a Oolleetorate (1853). 

Bnwoett, Henry. Indian Finance (1880). 

Forrest, G. IV. Life of Lord Landsdowne. 

Forrest, G IV. Selections from the Minutes and Other Official 
Writings of Mormtstuart Elphinstone (1864). 

' Gentleman.’ Remarks on the Ttyotioari Bystem of Madras and 
Allied Papers, 

Qokhale, G. K. Speeches, 3rd edition (1920). 

Graham, A. The Means of Ameliorating India (1885) 

Gupta, J. N. The Life and Work of B. 0. Dutt (1911), 

Gyan Ohand. Financial System of India (1926). 

Gyan Ohand. Essentials of Federal Finance (1930). 

Hope, Lady. General Sir Arthur Cotton, Hie Life and Work 
(1900). 

Huntei', Sir W. A Life of the Earl of Mayo, 2 vols. (1870). 

Tlbert and Meston. The New Constitution of India (1928), 

Imperial Oasetteer, vols. Ill and IV. 

Iyer, K. V. Indian Railways (1925). 

Jagtiani, H. M. The Bole of the State in the Provision of Rail- 
ways (1924). 

.Foshi, G. V. Speeches and Writings (1912). 

Joyce, H. W. Indian Railways — Construotion, Management and 
Control — Lectures (1905). 

Bale, V. G. Dawn of Modern Finance in India (1922), 

Kaye, Sir J. W- Life and Correspondence of Henry St George 
Tucker (1854). 

Kaye, Sir J, W. The ddinmistrotion of the East India Company 
(1863)! 

Keynes, J. M. Indian Currency and Finance (1913). 

Khan, Sir S. Ahmed. The Indian Federation. 

Lovadoy, A. The Biatory and Economics of Indian Famines 
(1914). 

MacLepd, H. D. Indian Currency — A Scheme for Restoring its 
Ancient Gold Gutrenoy to India (1898). 

‘ Madras Civilian,’ Observations on the Land Tenures of Southern 

India ( 1866 ), 



filBLIOaRAPHY 541 

Maine, Sir H. S. Indian Speeches and Minvtea (edited by 
Whitley Stokes). 

Martineau, Life of Sir H. Barile Frere, 2 vola. (1805) 

Mir Khan, M. Federal Finance (1936), 

Moreland, W, II. India at the Death of Akbar (1920). 

Moreland, iV. II. From Akbar to Avmngzeb (1923). 

Muker]i, P. Indian Constitutional Documents (1916). 

Norton, .T. B. A Letter to Robert Ldwe (1834) (Pharoah & Co., 
Madras). 

Norton, J. B. Topics for Indian Statesmen (1858). 

O'Connor, J. E. India, Price and Wage Levels, 1861-73 and 
1874-87 (1887). 

PanarTdikar, S. 0. Some Aspects of the Economic Gonaequenoes 
of the War for India (1921). 

Pandit, Y. S. India’s Balance of Indebtedness, 1898-1913 (1937). 
Panikkar, K. M. Indian States and the Government of India 
(1927). 

Pharoah’ 8 Qaaetieei (1855) (Pharoah k Co., Madras). 

Pillai, P. P. Economic Conditions in India (1926). 

Pritchard, I. T. The AdminiHration of India from 1859-68, 2 vols. 
(1869). 

Eanade, M. G. Essays on Indian Economics (1898). 

Banguswaun l 3 ’engar, K. V Some Trends of Modern Public 
Finance (1936). 

Bao, V. K. B. V. Taataiion of Income in India (1931). 

Bay, Parimal. India's Foreign Trade (1934). 

Bushforth, F. V. The Indian Exchange Problem (1921). 
Buthnaswami, M. The Making of the State (1936). 

Seton, Sir Malcolm. The Indh Office (1926). 

Shah, K. T. Trade, Tariffs and Transport in India (1923). 

Shah, K. T. Sixty Years of Indian Finance, 2nd edition (1927). 
Shah, K. T. Federal Finance in India (1929). 

Shah, It. T. Provincial Autonomy. 

Shah, N. J. History of Indian Tariffs (1924). 

Shah and Bahadurji. Constitution, Functions and Finance of 
Indian Municipalities (1926). 

Shivras, G. Eindlny. Science of Public Finance, 2 vols. (1936), 
Shore, P. 3. Notes on Indian Affairs, 2 vols, (1837). 

Smeaton, E. M. The Currency of India; an Examination of the 
Reasons for a Change of the Present Standard of Value and of the 
Mods of Ejecting 

Smith (Boswortb). Life of Lord Lawrence, 3 vols. (1885). 
Spalding, W. F- Eastern Exchange, Gurrenay and Finance (1924). 
Sriniyasan, K. 0. Lav) and Theory of Railway Freight Bates 



PRDKBVL FJNANCE IN INDIA 


542 

yi'iniv.isd Rughavj Iveugar, S Afemniaiiduni on Hu /'/(ij/ivas oj 
Mudras Presideneii during tlir Last Forig Yean (1893). 

Straokey, Sir John and Sk'achey, Richard. Finanoos and Pablk 
Works of India from 1869-81 (1882). 

Strachey, Sir John. India (1888). 

Straohey, Sir John. India, Its Administiation grid Progress 
(1908). 

Temple (Sir Richard). India in 1880 (1881). 

Temple (Sir Richard). Men and Events of My Time in India 
(1882). 

Temple (Sir tlichard). James T/ioMianoii (18S.^ 

Thomas, 15. 0. G. Famine and Other Indian Topics. 

Thorniion, W. T. Indian Public Works (1875). *' 

Trevelyan, Sir G. E. Memorandum on Inland Duties (1834). ' 

Vakil, G. N. Financial Developments in Modern India (1924). 

Varadachariar, N. B, Indian States and the Federation, 

Wajid Khan, S. A. Financial Problems of Indian States andei 
Federation (1935). 

Watt, Georgo. Selections fiom tki’ Government of India, vol. X, 
1688-9 — ^Revenue and Agricultural Department, Cnloutta (1889), 

Wattal, P, K. The System of Financial Administration in British 
India (1928). 

Wedderbui'n, William. Speeches and Writings (first odition). 

West, A. Sir Charles Wood’s Administration of Indian Affairs 
(1867). 

Whyte^ Sir Ferderiok. India, a Federation? (1924). 


B. GOVERNMENT PTTBLiOATIONS (MOSTLY 
PARLIAMENTARY PAPERS) 

(i) SbBIAI. PUBUtOAtlONB 
British India 

Eeporlis of Moral and Material Progress (annual) from 1860. Inde 
in from 1917-8. 

Proceedings of the fmperial Legislative Council (from 1858), 
IPinonclal Statements (annual, from 1860). 

Finance and Revemie Accounts of the Govomnent of Ind* 
(annual). | 

Budget of the Government of India, Finance Department (annua* 

Indian Railways Administration Reports {Reporle by the Bailwi\ 
on Indian Bailurays from 1928-4), ftnmm,!- 

, ReiidhtB of tkha Controller of Currency (till 1984-6), 



felts 


BIULIOGEAPHY 


543 


Tleports of tlio Basevve Bank of India (from 1936-6). 

EesuHs of the Working of Indian Bailviays (annual). 
Proceedings of tho Meetings of the Standing Finance Committee. 
Statistical Abstracts (annual). 


Indian States 


Financial Statements of the Leading Indian States (annual). 
Proceedings of Representative Afa>emblieB. 

Statistical '’'■’tracts (annual or periodical). 

(ii) Othee Pubu cations 
(u) PTNANOK 


Yeai 

Volume 

Number 

1772-73 

IV 


e.. 

‘1773 

m 


... 

n 

III 


... 

1782-83 

V and VI 


i803-4 

I 

9 

... 

1807 

I 

73 

... 

1810-11 

I 

469 

««. 

1812 

I 

1183 

«4« 

1813-14 

I 

173 


1814-15 

11 

587, 593 

• •• 

18X7 

n 

248, 253 

*V. 

I* 

1821 

11 

1119, 1123 


'828 

1 

535, 567 


I» *8^47-48 

la 

287 


852-53 

LXIX 

53 

k.* 

854-55 

XL 

343 

wee 


XXVI 

1 


M 

XXIIL 

XXVI. 

at* 


XXVII. 


857 

XXIX 

475 

*4W 

) 


481 

a«a 


Title 

Nine Beports tioin tbe CommiUe# of Secrecy of 
the Houee of Cotnmont. (December 1773 and 
June 1773). 

Fourth Beport of the Oomimtiee on Trade lu 
Salt, Betel-nut and Tobacco, and on Piee 
Meicbants April). 

Oif the Bereipt of tbe 6 Lakhs by Lord Clive 
(IB June), 

Ttvo Beports on Certain Sums Dne from the 
Company to the Public (March 1763 and March 
1788). 

7'o BeguUte Interest on Bonds Issued by the 
Company (No. 6). 

To Bnabfe the Bast India Company to Baise 
Money on Bonds (88). 

To Advance ^61,500,000 to the Company by Ex- 
chequer Bills (170). 

To Be-tianefer the Company’s Indian Debt (398) 

For Puitfaer Limitation of Trade within the 
Limits of Chartei (36). 

For Buitiher Begulatine the Bsgistry oh Ships 
Built in India (381, SW). 

To Blxempt the Company’s Tenitorjos from Cer- 
tain ot the Navigation Laws. 

Selections from the Goveirnment of Madras (Laud 
Bevemie). 

For Further Begulaiion of the Bast India Trade 
(668, 640). 

For the Belief of Insolvent Debtors in India 
(896, 478). 

To Consolidate and Amend the Law Helating to 
Insolvent Deblois in India (164). 

Statistical Papers on Opium. 

Despatch (com Court of directors JProhibiting 
Opening of a New Loan. 

Beport on the Manufacture, Bale and Tax on 
Salt, 

Bepoit of the Excise Commission (Plo'wden). 

On Moturphs. 

Betni'n Showing the Land Tenures b the Difie- 
rent Tresidencies. 

Beport of) and Despatch qn the Ihain Commis- 
sion (Bombay). 

Beports on tbe Operation of the Income 'Tst 



J'EDBEAL PINANOB IN INDIA 


544 


year 

Volume 

Wumier 

1857 

18S7-S8 

XLII 

83 ... 
97 ... 

a* 

XLUI 

71 ... 

1859 

Sees. (1) XIX 

18(80 

Seas. 

XUX 

2,81 ... 
133 ... 


229 ... 
571 ... 

705 ... 


241.431 ... 


J« 

1861 

11 

)l 


573 ... 

60S ... 

XLMI 

115 ... 
149 ... 

301 ... 

II 

32 and 233 ... 

XXXVUl 

665 ... 

1 1 


557 ... 

It 

II 

it 

649 ... 


XL. 

665 ... 

1863 

212 ... 


1864 

XLIIl 

221 ... 

1 1 

11 

347 .. 


11 


1865 


345 

««• 

1866 

LU 

129 

• «« 


LI 

183 

Vt« 


LIIl 

1 


1^7 

un 

L 

216 

125 

• •• 

•«* 

1^7-68 

XUX 

148 

133 


>» 

XLIX 

347 

... 

3«68 

, 

4alt 


' 





THU 

Acts and a Minute nn the Subject of the 
Ameadmenl of those Acts, By the Hon’blo 
Samuel Laing. 

Motuipha and Veeuabuddy Taxes. 

Eetnm of G-ross Annual Revenue from all 
^ntees from 1800. 

Acta and Notifications on Currency, Coinage and 
Legal Tender from 1834. 

Financial Despatches from and to India on the 
SoveiiimentB’ Financfal Position. 

New Tutban Tariff and Cpirespondeuce. 

Finance and Bevenne Accounts (1859-60) and 
Subsequent Issues. 

Explanations on Finance and Bevenne Accounts. 

Incorporation of the Banks of Bengal, Bombay 
and Madras. ^ 

Cnptos of Correspondence Relating to the Bstab- , 
lishnient of Paper Omrency (with 'Wilaon's 
Minute on the Gold or Donbla Standard). 

(lonespondence on tho Proposed Financial 
Measures in India and the Recall of Sic 
Charles Trevelyan. 

Oon-aspondence on the Subject of the Valuation 
of Imports. 

Income-tax Bill. 

Correspondence on the General Finances. 

GorrespondeiAe, Especially on Railways nude 
Construction. 

Despatch from the Secretary of State on th 
Importation of Salt. 

General Finances of India etc. 

Despatches on the Tasuo of Paper Currency. 

Further Correspondence on General Finances. 

Memorandum as lo tho Alleged Mistako i 
Budget. 

Papers Relating to the Sale of Waste Land. 

Memorial from the Retired Members of tt 
Civil Service Residing out of India Prayin 
tor Exemption from Indian Income-tax c 
Their Annuities etc. 

Papers and Correspondence BelaUng to the Iss< 
of Paper Currency. 

Further Papas and Correspondence on the San 

Rgiort of the Commissioners of Enquiry in 
Indian Accounts upon the Constitution ai 
Mode of Conducting the Business of the Fins 
cial Department and of the Offices of Aud 
and Account Attached to the Dopartme 
(7 September 1864, Calcutta). 

Financiai Measures for Lidia — Corresponden 
Regarding Income-tax. 

Report of Mr Foster on the Recommendatio 
Regarding the Reform of Finanoe Accounta 

Report of the Sanitary Commissioner for Madrs 

Report of the Bengal Sanitary Commiasion. 

Report of the Bombay Sanitary Cammission. 

Coneaptjndence Regarding the Permanent Betti 
ment of Land Revenue. 

Report of the Tariff Committee. 

Report of the Oommissios on Currency. 

Correspondence Relating to the Liquidation 
the Rank of Bombay. 

Report from the Oommittae of Public Acconn 
together with the Proceedings of the Comm: 

tM. Minutes nf Evidence and Annandir 



htUtlOQKApm 


545 


Year 

Voltitne 

Xttmbet 

1869 

XV 

347 

1870 

LI 

143 

1871 

XLIX 

240 

fl 

vni 

1 

1872 

vin 

1 

1873 

XH 1 

,9, 19 

1874 

VIII 

1 

1872 


209 

1873 

(Cnloutta) 


1874 

- XLVII 

245 

1875 


109 

M 


188 

876 

LVl 

483 

1 

M 

(Calcutta) 


If 


70 

O 


216 

1} 


219 

M 


244 

( 

l> 


.333 

If 

LVI 

603 


?a 

1- 1 

j' 

I 

&, 

6i 

nXp 

M 

.'tes 
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(Csioutta.) 

113 . 
37 . 
153 . 

(House of Lok1s)60 


(Situla] 


LII 


LVin 


302 

613 

93 

435 

352 


Title 

Beporl of tbs Commissionera Appointed to 
Inquire into the S’ailnro of the Bank of 
Bombay. 

CorrcspoudcQcc Belating to the Bevision of 
Budget Statements of 18C0, 

Pinanoal Letter from India with Enclosures. 

Bepoit and Pioceedinga of the Select Coniinittec 
of the House of Commons on East India 
Eiuance. 

Proceedings of the Same Committee, Vol. II. 

Proceedings of the Same Committee, Vol. III. 

Proceedings of the Same Committee, Vol. IV 
(Index). 

Bepoit on the Administration of Income-tax. 

Bepoit on Taxation in British India, 1872. 

Paper un ' Obserrations on Some Questions of 
Indian Finance ’ by Sit John Btrachey. 

Customs Unties, Acts and Notifications. 

Mmiitoa of the Viceioy of India and of the 
Ordioscy Membeis of Eis Council on the 
Withdrawal of the Income-iax. 

Correspondeuco Belating to Indian Tariff Act, 
1876. 

, Papeie Belating to PtoTincial and Local 
Eiuance. 

. Dissenting Minutes by Members of India Council 
Bcgardmg Customs Duties. 

Upinions of Members of Indio Council Eegardmg 
Customs Duties. 

, Einancial Despatch, India Offico, dated 16-7-1876. 

, (House of Lords)— Cortespondanca on Constitu- 
tional (^lestion Arising out of Tariff Contro- 
versy. 

. Opinions of Members of India Council on TarifI 
Correspondence. 

. , Dissents of Members of the Council of India on 
Customs Duties. 

, Papers Belating to Provincial and Local Finance 
(compilsd in the Finance Department of the 
Gkjverainent of India). 

. Debates Begardmg New Taxation on Account of 
Famine Policy. 

, Debates Begarding New Taxation on Account of 
Famine Policy. 

. Licence Taxes and Provincial Bates. 

*. Dissents by Members of the Viceroy’s Council 
Begarding Customs Duties. 

,. Opinions of Members of the India Council on 
the Tariff Question, 

.. EMwt of the Special Commission Appointed, by 
H.B. the Qovemor-Geneial in Council to 
Enquire into the Organization and Expen^- 
ture of the Army in India. 

.. Statement of Annual Bevetmes in Madras Presi- 
dency from 1800. 

Correspondence, Debates in the Legislative Coun- 
cil and Minutes Belating to Direct Taxation, 
Vola. 1 and H. 

.. Local Government, Correspondence on (Parts I 
and IQ. 

OorraspoadencB Begarding Bednctlon of Expendi- 
ture. 

Con-espondenCB on Steps tor the Bednotiou of 
Bxpen4iture, 188?, 
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1898 152 ... 

1899 LXVI.Partl 561 ... 


1900 
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IV 


«• V 

1901 


1747 
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1907 


3327 


1908 


4360 

»»• 

f* 


4361 
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4363 




4366 




4367 


n 


4369 

ae« 


Belnru on Transfer of Government to Simla. 

East India (Beduction of Bspenditure), ‘ Gopj 
of OorrMpondencB between the Government oi 
India and the Secretary of State in 188- 
Begai'ding the Steps to be Taken for a Bedue 
tion of the Expenditure of India.' 

Boport of the Einance Committee (Elliot). 1886. 

Income-tax Bill (1886)— Proceedings. 

Correspondence Eegarding the Increase of Army 
in India. 

Be^rt of the Finance Oommissiouer with th 
Government of India. 

Papers Belating tc the Proceedings of the Con 
ference on the Financial Belations betweei ■ 
the Imperial and Provincial Governments. 

Correspondence Belating to Opium Consumption ' 

Besolution on Opium Bevenue. 

Beport of the BopI Commission on Opium. 

Historical Appendices to the Same. 

Military Bx^diiure of the Government of Indi 
in India and in England (1876-92). 

Tariff Bill (1876), Biscussions, Oorrespouden' 
and Proceedings. 

Baprssentations against the Exclusion ef Cott 
Manufactures from Import Duties, ^ Obat 
hers of Commerce and Other Public Bodies 
India. 

Papers Begarding Tariff Act and Cotton Dutic 
1896. 

Correspondence Eegardmg tbe Inoidejioo of t« 
Cost of India Troops Employed out of Indi' 

Boyal Commission on Indian Expenditure; 
Evidence, Vol. I. 

Appendices, Vol. H. 

Measures Taken in Connexion with Opinn. 
Smoking in India. 

Correspondence on Countervailing Duties ou 
Bounty-fed Alticles (Sugar, etc.). 

Boyal ConunissioD on Indian Expenditure; 
Evidence, Vol. HI. 

Beport, Vol. IV. 

Correspondence on tbe Beport of tbe Expend! 
Commission. ) 

Correspondence on tbe Beport of tbe Expendi 
Commission. 

Final B^rt of tbe Boyal Oommissiou on 
Administration of the Expenditure of India 

Beport of tbe Committee on tbe Establishir 
of Oo-opeiative Credit SoedsMes in India. 

Wars on or Beyond tbe Borders of In 
1849-98. 

Papers Begai'ding tbe Iiond Bevenue System. 

Beport of tbe Indian Exdse Committee, 1905 

Beport of tbe Boyal Commission on Deceu 
uzation. 

Evidence Taken in Madras, Vol. IX. 

Evidence Taken in Bengal, Vol. IV. 

Evidence Taken in tJ.F., Vol. VII. 

Evidence Taken in Bombay, Vol. VIII, 

Evidence of the Officers of the Government 
India, Vol. X, 

Correspondence Begatdifig Opium Question 
Ckdna, 



Volume 


Number 


BIBIJOOH VPHV 


647 


(Calcutta) 


Title 

Bopoti on Indian Conatitntional Beloiinn 
(Montagu-Olielmaford Bepoit). 

Boporti from the Committee of Public Accounta 
together with the Proceedings of the Commit- 
tee, Minutes of Bvidence and Appendix, 

First, Second and Third Eeports fiom the Com- 
mittee of Public Accounts together with the 
Proceedings of the Committee, Minutes of 
Evidence and Appendix. 

Beport of the Financial Belstions Committee 
Appointed in G.O. No. U93-M, d/30-8-1920. 

Third Eepoil from the Committee of Public 
Accounts together with the Pioeeedings of the 
Committee, Minutes of E-ridenoe and Appen- 
dix, 1920. 

Fourth Beport from the Committee of Public 
Accounts togelW with the Proceedings of the 
Committee, Minutes of Eridenoe and Appendix. 

Beport of the Indian Fiscal Commission (1021-91 
and Minutes of Evidence, 3 vols. 

Beport of the Taxation Enquiry Committee 
a924-S). 

Proceedings of the Bound Table Conferences. 

Beport of the Federal Finance Commitlpp 
(fiord Eustace Percy). 

Beport of the Feel Suh-Committeo. 

Beport of the Indian Stales (Financial) Com- 
mittee (X 0. 0. Bavidson). 

Indian Financial Enquiry Beport (Sir Otto 
Niemeyer). 

Explanatory Memorandum on the Draft Orders 
and Views of the Provincial Governments and 
the Secretary of State for India on the Beport 
of tile Finandal Enquiry made by Sir Otto 
Niemeyer. 


(b) OHREENOY 

Speedi on the Paper Currency for India by the 
Kt EonTile James Wilson, Degislative Coun- 
cil, Calcutta, dated 8 Mardh 1860._ 

Beport of the Oommission to Enquire into the 
OperaMon of Art XIX of 1801 being an Act 
‘ To Provide for a Government Paper Onr- 
lenoy 3 vols. 

— Papers Belating to the Introduction of Gold 
Currency into India, 

Bemarhs on a Gold Cnircncy for India by Col 
Ballard. 

Beport from the Select Committee on Depreci- 
ation of Silver; together with the Proceedings 
of the Committee, Minutes of Evidence, 
Appendix. 

Gold and Silver Commission. 

Proceedings of the Bimetallic Oonfeienoe hold 
at Mancheeteiv-d and 6 April 1883. 

Papers Belating to Changes in tlie Indian Cur- 
rency System (Bepiinted from the Gazette of 
India and Supplementi dated 20 June 1893), 
449 Government of India Iiotter, 18-19-1876, Begard- 
ing the Depredation in tiie Value of Silver. 

Indian Currency Committee (Harscholl), 1893- 
7 O 6 O ... Beport. 
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Year 

1893 

I f 
I t 

1898 

1898 

1913 


1920 

1926 


Volume Numher Title 

70GO'I ... Coireaposdence betwaeu the Onverumcnt of 
Indie and the Secrotary of Slate. 

7060-11 ... Minulee oJ Evidence and Appendices. 

7098 ... Further Papers — Corrospoudence and Proceedings 
of the Government of India. 

Indian Cimency Commitiiee ^ovi'ler), 1808. 

9037 ... Minutes of Evidence, Part I. 

9222 ... Minnies of Evidence, Part IT. 

9376 .. Appendices. 

9300 ... Eeport. 

12S ... Despatch of 1806 of the Court of Directois on 
the Coinage of India. 

Eoyal Coimniseion on Indian Piuance and Oni- 
rency (Chamberlain), 1913. 

7068 ... Interim Bwort. 

7069 ... Evidence, Vol. I. 

7070 ... Appendices to the Interim Report, Vcl. 1. 

7071 ... Appendices to the Interim Report, Vol. TI. 

7236 ... Pinal Eeport. 

7237 ... Evidence, Vol. IT, 

7238 ... Appendices to the Pinal Report. 

Committee on Indian Exdiange and Currency 
(Babington Smith). 

527 ... Vol. I, Report. 

528 ... Vol. II, Mimitea of Evidence. 

529 ... Vol. ni. Appendices. 

2687 ... Eiwal Gommisaion on Indian Currency and 
Finance (Hilton Vouug). 

Vol. I, Bepoit. 

Vol. 11, Appendices. 

Vol. in, Appendices. 

Vol. TV, hCnntes of Evidence Taken in India. 
Vol. V, Minnies of Evidence Taken in Iiondon, 


1861 


1865-66 

1866 

1870 

1878-79 

1917 


(o) PTJBLIO ■WORKB 

East India (Irrigation Works, etc.)— Irrigation 
Works — ^Execution by Joint Stock Companies 
— Copies of Despatch of the Governor-General 
of Sidia to the Secretary of State — Eqily 
thereto, etc. — with Reports of Local Govern- 
ments and Officers on the Sabiecl, 

Correepopdence Regarding Provision of Funds 
and Financial Measures to be Adopted in India 
for Public Works. 

East India Communications Select Committee’s 

379 ... Irrigation Reports, and Correspondence Regard- 
ing Debt Policy. 

Eeport of the Select Committee on Public Works 
in India. 

Report of the Reorgapizatiop Committee on 
Public Works Department, 1917 — ^Minntee of 
Evidence and Appendices— 3 vole. (Government 
Publication). 

Selections from the Government of Madras 
(PubEo Works). 


1861 ICLin 

wee Lia 


Irrigation 

305 Deepatoh from Ihaia on the Execution of Irri- 
gatidn Works hy Joint Stock Companies, 

87^ ... Beafatoh ftom Ipdia on Inigation, 
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Year 

1867 

1867-68 

1870 

1872 

1889 

1901-3 

1903 • 

1905 


1846 

1852-53 

1854 

1) 

18S4-SS 

18S7-S8 

1858 

1868-69 

It 

1871 

1873 

1876-80 

1884 

1885 
1897 

1901 

1902 


Pdlume 

1 . 


1 . 


LIII 

XLIV 


Number Tills 

475, 551 ... Dospatch on Irrigation Works Since Transfer 
of India to tlis Crown. 

693 ... Despatch on the Purchase of Orissa Iirigalion 
Works. 

3 ... Conespondenoe on the Piosecutiou of Irrigation 
Works from Capital raised by Loan, with 
Beport by Col Strachey. 

291 ... Pinandal Despatches fiom the Secretary of 
State on Expenditure on Irrigation Works. 

• Papers Relating to Water Supply Schemes in 

Indio — ^Parls I-TII. 

■■ Indian Irrigation Commission, 1901-8 

Vol. I. Report, Part I, General. 

Vol. n. Beport, Part H, Provincial. 

Vol. m. Maps. 

Vol. rV, Appendix. 

Indian Irrigation Commission — Summary of Be- 
fommendations — ^Parts I and II, Simla, 1903. 
... The Irrigation Conference, Simla, 1904. 

Vol. 1. Papeis. 1 

Vol. II. Discussions. V Caleutla, 1906. 

Vol. m. Plates, 1906. ) 


(rf) BAILWAYS 

... Rcpeit of the Commissioners on the Practicabi- 

lity of Establishing Bailway Communication 
throughout Indio. 

LXXVI <181 ... CoircRiimuIcnre on Railway Undertakings in 

India. 

Memorandum by Major Eennedy on the question 
of the General System of Railways tor India. 

Extension of Railway Undevtakbgs in India — 
Despatches between the Court of Directors and 
the Governor-General end Governments of 
Madras and Bombay. 

XL 353 ... Correspondence on the Progress of Railway 

Undertakings. 

XIV 161 ., Report on the Cause of Delay in the Construction 


of Railways. 

Beport of the Select Committee of the House of 
Commons on East India Railways. 


XLVH 

1 

... Correspondence on the Further Extension of 
^ilways. 

1) 

129 

... Despatches to and from India on Railway Ex- 
tension. 

LI 

245 

... Correspondence on the Most Suitable Gauge for 
Narrow Gauge Railways. 

L 

905 

... Correspondence Regarding the Present Gauge of 
6 ft. 6 in. 


Statements on the Lengths Open, the Average 
Age and the General Besiills of Working of 
all IhdiBn Hallways. 

Report of the Select Committee on Bast India 
Railway Gemmunicaiions, 

113 ... Correspondence on the Report of the Select 
Oornmittee of 1884 on Railways. 

LXV 235 ... Extension of Railways by Private Agency 

(return) . 

Robertson Report on Railways, 

Notes on the Construetion of Bsilwaya in India 
(for Stndents). 
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Yfiui Volume 

yiiiiihei Title 

1903 

llepork by Thoma?) Roborlson on AdP*' 
and Working of Indian Railways. 

1908 

Beporl or iibo Commitlco on (he 
Adminisli‘n(ion ot Indian Hallways ('“K*' 

1920-21 

Beporl of the Railway Committee appo. 
the Secretary ol State to Unquiro uili 
mslratmn of Working of Tudian 1’ 
(Aeworth Committee) and Minutes of Til 

4 vols. 

1924 

History ot Indian liailways, Constructed 
rrogreas— Corrected npto 31 March 19', 



INDEX 


^BKABi, 39, 4o, 136-h; (bee aiao 

' Bxdee 

Wounte and Audit, improvement of, 
93-102; separation of, 314 
'orth dommittee on railwajrs, 338 
-linistrative functions, division of, 
between centre and provinces, 320-1 

Agency functions, provincial govern- 
ments to discliarge, 331 

Agricultural incomes, proposal to tas, 
427 • 

Argyll, tbe Duke of, 01, 93, 113, 113, 
127, 138 

Auckland, Lord, 33 

Audit, provincial resolution, 330; imder 
Beforme, 330; separation of, from 
accounts, 344 

Auditoi-Qenetal for India, 330 , 381 


Babivotuh Huitb Ooumitteb, 385 
Balances, decentralization of, 430-1 
Banerjea, B. BT., Oln, 75n 
Banke, the Freeidoncy, 108-4 
Harbour, Sir David, 96; systematizing 
, the budget, 98; memorandum to Her- 
euhell Committee, 340 ; beoamo Finance 
Member, 346; member of Fowler 
Voininittee, 249; criticism of provin- 
' lal contiaota, 260 
nda, 800, 686 
^gidon, Sir Cedi, 184 
‘ cam, Tetemy, 6 

igj^nck, Lord William, C, 7, 23, 37, 
* 68, 61 

Maharaja of, 888, 886 
iSbc Keborl Merttins, 27, 38 

.ett. Sir Basil, and financial re- 
> iStTOution, 888; on railway finance, 
„l, 389; conversion operations by, 
'-40; reorganization of the tas- 
„.tem, 840; India 'a debt to, 841; on 
"'* vincial contrihutione, 843; and Pro- 
dal Loans Fund, 348 
^®'')wing, provincial powers of, 829; 

tincid, co-ordinated ;vith central, 
]ggj8 under Federation, 4M 


'6, John, 00, 67 
ia«^i Charles, 68 
Lord, 380 


loJfeet, provincial, separated from 
' lentral (1920), 880; procedure (cen- 
tal), 888; (provindal), 884 
sndget eyslem. ; under Wilson and 
Laing, 08-8} creaidon of provindal 
bndgets, 172*8; evoktion of popular 


control of, 98, 299-3U0; dillerenre be- 
tween British and Indian, 99-100; 
budget proceduio, 300; budget con- 
trol, 333-4, 403-6 

Budget lestrictione, relaxation of, 330 

Burke, 11 

Burma, aeration of, 423 at aeq. 

Butler, Sir Hareourt, 386 


OAMrBVLL, Sin Gnonos, 60 
Canning, Lord, 81, 96n, 110, 134 
Cassels, Sir Bobert, 410 
Oanveiy-Mettur Project, 421 
Centralization, 60; Campbell on, 60; 
Trevelyan on, 61-3; and provincea, 
62-6; proposale for reform, 67-8; signi- 
ficance of, 69; merits and defeote of, 
70; increase after 1858, 141-63, 814-16 
Cbablani, H. L., 397n 
Clerk, Sir George, 83, 04n 
Cbelmeford, Lord, 817, 319, 863 
Oochin, 890, 638 

Colvin, Sir Auckland, 96, 231, 243, 244, 
266 

Convereiou operations, 182, 839; pros- 
pects of, 413 

OornwalUe, Lord, and zamindari esttle- 
ment, 10; and salt tax, 41; oivil 
expendture, 63, 63 

Cotton excise duty, imposed, 247-8 i 
aboliahed, 337 

Cotton piecegoods, consumption of, 3G6 
Council Bills, 94 

Craagb, General Sir CMoore, on cen- 
tralization, 314-6 

Cromer, Lo^, 36, 166; became Finance 
Member, 306; on railway construc- 
tion, 206; and shared revenues, 325-6 
Currency, the rupee as sole legal tender, 
103-4; made a central concern, 102; 
'Wood's views on, 108; paper cur- 
rency, 103; Wilson's views on, 108-4; 
gold currency, 104; the fall of the 
rnpee exchange, 241, 344; effects 
thereof, 106, 246; Mansfield's propo- 
sals, 246; Herechell Committee and 
(dosing of the mints, 346; gold stan- 
dard aimed at, 247; Fowler Commit- 
tee and gold exiihange standard, 
348-9; rupee atabilizod at la. 4d., 349; 
War and tbo rupee, 336; rupee at 
2«., 840; Hilton Tonujg ConuniBsiott 
and la- 6d. ratio, 3w; the mpee 
linked to eterling, 860-1; gold ex- 
ports, 864-6 

Curzon, Lordi 16; oppoaitioti to Home 
Gbvbniwegt, 98; un, land tavenue 
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00*2 

policy, 123 1 member o£ Welby Com- 
raiusiou, 210; rosoUilion ou education, 
277 

CuBtoma duUoB, 30-41; 'Wilson’s policy. 
78; Laing, 86; abolition of, 216-7: 
imposecl again, 247 ; countervailing 
excise duty, 217 ; increase (luring war, 
303, 301-B; policy after war, 336-7; 
discriminating protection, 340; on- 
hancement in depression, 361; elteetfc 
of protective dnties, 366-7; future of 
oualoras revenue, 410-1, 412-8 


UALHOUHiii, Lord, 7, 14 , 38, 06; uni- 
ftcatiou of India under, 68; and public 
works, 1U8 

Bavidson, J, C. C,, 387 
Bavideon Coimnittea on Stoto eoiitubii- 
tions, 888; ou tarilt arrangement wilb 
States, 300; on immunities enjoyed 
by Stales, 390 

Bobt, public, growth of, 64-0; rise of, 
78; conversion of, 181-2, 830; produc- 
tive and uiiprodnctive, 889, 483, 
consolidation of, 420-1; coincrhiou 
operations, 389; burden of public debt 
in India and olacwbore, 433-6; posi- 
tion ol Hadras, 421 
Debt, rural, measures against, 126 
Beccan Biota Coixunissiou, 128 
Beccan Agrioulturiats’ Belief Act, 128 
Beoentraliaation, Binanoial, early ideas, 
60-7; ‘Wilson’s views, 163; Laing’s 
proposals, 163-6; Kassey's scboniu, 
167; Maine on, 169; Madras scheme 
of, 180-1; failwe of proposals, 166; 
Mayo's measure, 168-64; success of, 
182-4, 203; progress of, 266i88; causes 
fw slow progress of, SlO-2 
Beeentralization Commission, 287 ct seq. 
Befeuco, see ' military ' 

Bepression, finances in the, 3S7 et seq.; 
effect on railways, 868-0; iniaeaaed 
taxation, 361-8; cut in capital expen- 
diture, 863 ; provincial finances in 
the, 370 et seq. 

Bovolution Buies, 3Q5n, 328a 
Bioey, S79n 

Bivided Heads, 283-4 ; 328 et soq. 
Boles, 264 

B'Bonaa, 'V, B,, 382n 
Burand, Major-General Sir Henry, and 
decentralization, 164-6 
Buties, Inland fCransit, 30-6 
Butt, B. G., 22n, 2Sii, 24, 2Tu; and 
Feimanent Settlement, 123; and com- 
pulsory water rata, 127n; member of 
Welby Commission, 288n 
Byarehy, 818; Bivision of reserved and 
transtsned functions, S2Q-1 


Bas* Btoja Oo«pm, 6, 10, .11; Fifth 

’ vwtitha A&irs ofj 17n, 


I-lconuiiiic policy, need fin .-i hmtnhle, 
138-9 

Flgm, Lord, UH, 143 
QUriilioroiigh, Lord, 33, 47 
Hiphiuslunc, Mountstuart, 6, 26, 60, 311 
Exchange, rale of, 91; fail of, 21 1 ; 
eliccts on Inulgct aud aceouids, 100-7; 
difficnllieb of fall in, 211-2; u\chnngi' 
latea (tablo), 242; stabilizaliuii, 

246- 7; adoption of Is. 4(/. rupee, 

247- 8. (8ee also ‘ Currency ’) 
Exchange opovations, 93 

Excise (see ‘ Abkari '), 46; excise uu 
spirits and drugs, 186-8; provincial- 
ized, 324; burdon of, in Ihe provinces, 
S-iS; proposals for centralizing excise 
on liquor. 362; on sugar aud lUAlches, 
308; fiiliire of, 111; eileols %f prolil- 
lution on hqnor excise, -140-60 
Expenditure, growth of, 4, 47-68, 239- 
12; scope and distribution of, 4; 
fiom 1766-1980, 9; proportion of 

various heads to total, 10; local 
bodies, 10; items of civil, comparison 
of, 04; military, 73; Welby Commis- 
sion (Eoynl), 99, 106, 240, 260; 

claBsificolion of, by Wilson, 106; 
causes for tbo increase of, 166-6; on 
divided bends, 201; pmvincinliznlion 
of, 208; on udminisbratiou in the pro- 
vinces, 298 ; non-Yolablo hoods of 
(control), 832; (proviuoial), 8!)4! on 
trausferrud services, 317; on educa- 
tion, putilio health, olo., 347; dispa- 
rity hi tlio proviuoial standards of, 
348; cut in capital, 363; on dofonco, 
393, 409-10 ; (diarls of, 403 ; slatisU- 
col tables of, 401-2, 494, 617-29 
External Capital Committee, 341 


PAinim, poUoy, 196; attempt at impos- 
ing local responsibility,- 196 el seq.; 
Insurance Fund, 208-6; taxes, 197, 
206, 218-4; and poor relief, 197-8; 
danger of, to provincial settlements, 
206; insurance scheme, 266, 801; 
relief, loans for, 329; Bund, 420 
Fawcett, Professor, 206, 208n, 239, 240 
Eodeial Court, 896,- 427-8 
Federalism— -suitable for India, 879; 

Bryce’s views on, 380 
Federal Finance, eorly proposals for, 
163-66; ooinmittees on, 896-7; in 
relation to the States, 887 et soq.; 
and Governors’ Provincee, 392 et 
seq. ; the theory of, 406 et seq.; in 
other countries, 406; division of reve- 
nue under, 401-2; unique nature of 
Indian, 402; criticisms of, 408 
Federal Government, needs of the, 408 
et seq.; revenues of tbs, 410 et seq. 
Federal Bailway Authority, provision 
' for *,,894 

Feden^ Belatlcms Committee, 884, 886 
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l''cdeii'iiUon, ob^taclch tu, Udl Pt aeq. ; 
Himou CommiRsioii on, 383; Princes' 
latitude to, S83 ft hfq. ; piovibion for 
the establishment of, 887; powers of 
Governor-General undor, 393; need 
lor ail all-lndia, 39'2; a project of, 383 
ft seq.; financial obstacles to, 337; 
and freedom of tiade, 390; constitu- 
tional framewoiL lor, 391 ; and Indian 
States, 379 et scq.; and provincial 
autonomy, 392 

Pinauee, East ludia, Helect Committee 
of the House of Oonnnona on, 101; 
provincial, tho beginnings oi, 168-02. 
(See also ' federal finance ', ' central- 
ization ') 

Pmanco Membor, 01-6; compared to the 
Bn tislt Chancellor of the Eichequor, 
OS, 96 

Pinance Department, evolutiou of, 17; 
rcorgamzation of, 97-0; organization 
of provincial, 330 

Finances, division of, between the 
Centre and provinces, 323 et scq.; pro- 
posals for reallocating, 346 et seq.; 
methods of effecting adjustment, 340; 
division under Ihu Act of 1935, 392- 
402; in depression, 367-78 
Pinanoial adviser, provision for the 
appointment of, and his duties, Q94 
Pinaucial control, of tho Supreme Cov- 
ernment, 69; eyeteui of central, 832 
et seq,; in Great Britain, 332; provin- 
(dal 334; of the central government, 
332-4; of the provincial Covarnments, 
384; under Beforme, 403-6 
Einancial crieis, 1863-60, 73; iy30-l> 
369 ec seq. ; handled by the Govern- 
mept of India, 361; paseed away, 364 
financial statistics, 104-7; appendixes, 
491-638 

Financial eyetem, Company's, 47-62; 
Beforms under the Crown, 88-107 ; 
dislocation by falling exchange, 211-8, 
239-63; dielooation by war, 801-9; re- 
organization, 386-44; in ilepreasioii, 
366-76; peculiar Xeaturee of Indian, 
429 el seq. 

Fiscal anlononiy, 9'2, 96 
Fiscal Autonomy Convention, 831 
Pieeal Commission, appointment of, 
881 

Fiscal policy, 92- (Bee ‘ Cuslonis 
duties ’) 

Fowler Committee, 248 
Foetcr, M. H., eerviecs of, obtained. 98 
Francis, Fhilip, and salt duty, 41 
Freivc, Sir Bartlc, 8, 8n, 78, 80, 82, 83; 
act's as Finance Member, 86, 94; 
critieiem of banucks, 118; supports 
permanent eettlemept, 129; became 
Governor of Bombaj, 143; Lis for- 
ward policy in, public ■worts, 143; on 
ireedom. M proyinpial governments, 
146 


fiAONTLif/rr, Blit Fbeoebiuk, on separa- 
tion of provincial balances, 343; bis 
hcriitiny of the financial admimetra- 
tion, 371 

Giflen, Sir Itobuit, evidence before 
Fowler Coiumltteov 248 
Gladstone, views on spending of Indian 
revenues, 89; on management of 
public debt, 182; member of Seleol 
Committee on East India Finance, 
289 

Gokhale, G. K., on provincial contracts, 
230n, 931n ; evidence before Indian 
Expenditure Commission, 260; agita- 
tion for reduction of salt tax, 802; 
on ' local despotiems ', 311; Political 
Testament of, 319 
Goldsmid, 20, 127 

Gold standard, proposals for adopting, 
246, 246; abandonment of, 3fi0; eJIecl 
on India, 364 

Gold exchange standard. (See ' Cur- 
rency ') 

Gold exports from India, 364, 869 
Goodnow, F. J., 69 
Governor-General, powers of, under 
Federation, 303; spcdal responsibili- 
ties of, under Federation, 398 cl 
seq. 

Grant, Sir James, 17n, 19, 20, 36 
Grant-Duff, Sit M. lfl„ and barracks, 
118; on cuatome line, 181; member 
of Seleel Ooniniittee on East India 
Finance, 280; became Governor of 
Maihaa, 239n 

Grants, inequalities in, X76-6, 416; spe- 
cial, 264 

Grigg, Sir James, 369; and grants for 
rural development to the provinces, 
374, 437; on ipililaty expenditure, 410; 
on grants, 416; financing of the new ’ 
conatitutioD, 424; public debt policy, 
436; reform of income-tax, 441 
Gnpta, J. N„ 846n 


HAiLar, Bir MAnuemu, 386, 386 
Eordinge, Lord, on Beforms, 314 
Harrington, H. B., introduced a licence- 
tax bill, 76; bis suggestions preferred 
by Laiug, 84 

Hastings, Warrep, 12; life, I2n; xainin- 
dari sottloment, 18; and Board of 
Bevenuo, 20; and salt tax, 11; and 
public debt, 64, fi.'i 

HorsebeU, Xjord, President of the Cur- 
rency Committee, 246 
Hill, Da'vid, 62n 

Home Chargee, 93, 106; elfert of ex- 
change on, lOB-7: went on growing, 
107 

Hortog Comraittee Eeport. 400n 
Hnntor, Sit William • 1 1 opinion on 
Bombay land 'xevcmie, 128 ; his aniend- 
ifiml to incomc-Ux, 2-1,1 ; m'ombcp 
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of Fmance Conanuttee on piovmoidl 
conLiactB, 3S6:t 
Hydeiiibad 5S2 

Hyndinan, aitiUes ou ludia, 2f0t' 


iNAMS, 127 -o ^ u 

Ittobeape (Lord), Chaiman, Bataenon 
meut Comnuftee, 337 
Tncome-tax, Wdboa n bill, 78 ■ Tievc-- 
lyan b opposition, 7')-8il , abandoned by 
Iiamg, 83, piopobal to lewe the 
136, teunposed, Ihb, opposiiwn 'to, 
166-7 , an moome-tax anpoi-unposed 
ovei the licence tax, 218 1, changes 
dnjing Grieal 'Wai, 303, ceptial head 
of revenue, 09i, a small eoncessjon to 
the provinces, 328, rates revised 
(19212), 337, proposals for piovin 
c-jaJiaing, 352, and tor division of, 
333 at aeq , divibion undci the He- 
forma (1933), 395-9, Niemeyei ® awaid 
regatdmg, 418 9, unpiovemont of col 
lections, 425, enquuy into, and 
Amendment Act (W89), 4ll"S> slab 
bvatem of, 441 

Indian Gential Committee on Constitu- 
tioodl Hefoimb, SSI 
Indian Economic Absooiation, on leallo 
cstion of Snanccs, 349 
Indian Kalional Congress, on permanent 
bettlement, 128, criticism of cotton 
excise duty, 347-8, dwapproval of 
ptomnoial contracts, 260. rousing 
national aroirations, 288 
Inter-poital Convention (1865). 890 
Indian States, and federal HiUance, 879 
et eeg , attitude towards fedoiatiou, 
383 et seg , dealings of British India 
with, 884 et sog , giievandea ot, 381 
et sag , and British Indian lommei 
rial undartsJnugs^ ^5, fiscal iinaiica 
in relation to, 387 et seq . White 
Paper on, 887 , eoatnbutions made 
by, to British Indian levennes (direct 
and indirect), 388-90, rnaiitime, 389 
et BBg , unmunitieB enjoyed hy, 889, 
890, eventual abolition of contribu- 
tions of, 390, opposition to provinoisl- 
nsmg income-tax, 398, and public 
debt, 898, financial statistioa of, 380 8 
Indian States Committee (Butler), 385, 
887 

Indore, financeb et, 337 
Indian TanfC Board, Wl, SiO 
Indian Haxation Bnguiiy Committee, 
840, 840, 333 

Iron and Steel Bidttstry, progress of, 

867 

Bistcnment of Accession, 888 
Inigation, eeoooniio valup of, 108 , 
utgent need fa mote werks, 100, pn- 
■flite d public, 110; anxiety of govern- 
msilt tegarame, 110-11, controversy 
gn ' the tachhigue of, i;lQ, Jinvate 


enteipuses piuf based by the Govern- 
ment, lit outlay on woiks (1880-1), 
111, letniu fioin pioductni. woiks 
111, scheme of uotka by fltrachev 
111, and 'MayCi 114 6, compulsoii 
water latt 113 127, facihlated by 
titUcavt llo letiiiii fiom canals, 11b 
piogioss of uorks, 281-3, rcoMpts, 
pi ovmciahreil, 324 


.Tausiu axd Kashmiii, 384 
Japan, 111(1 loi Iniiian mai’itdi Truin 
1030, 867 

Joint parse n sepaiate, pinse, 828 
Joshi, B M , 3S2n 


KAunASA, 6n 
Kashmir, see Jammu 
Katbiawai States, 300 
Eitbhenei, Xjord, schemr for leoTgani- 
sation of army, 801 

XiAiNQ, tsAitULn, bib budgets, 83 7, in 
creased the salt duty, 64-3; fiscal 
lefoims, 85, optimibin about revenues, 
87, views on opium 1 avenue, 183, pio 
posals foi devolnlioii, 158 5, on local 
Bolf-govemment, 186 
Lauieg./otrf, 5, 7, 8, (9, lOOn 112, 
209n 

Land Bevenne, under the Company, 
17-90, Mauu on, 18, in Bengal, 18-20 
land iPvenue aetllement m Madras, 
20-4, Bombay, 26-7, North 'Westetn 
Provinces, 27-8, Punjab 3B0, 
changes, 1868-1900, 121-30, incidence 
of, 198-30, reforms ni Madras, 123-7, 
Bombay, 127 8, and famine, 121, 
gioivtb of revenue, 128-9, fall of in- 
cidence, 129, Sahstangur rules, 180, 
inciease of 1861 84, 241, provincialized, 
824, biuden of, in the provmoes, 348, 
defects of land revenue and. sugges 
Uons hi leform, 444-9 
Lauds bettlement codes, 28 
Lansdowue, Lord, IW 
LawiMice, Lord, John, 28, new policy 
in legsrd to public woiks, 110-9, 
attack on laissez-fano, 112, supports 
the extension of permanent settle 
ment, 122 8 , opposed to compulsory 
■water rate, 127 , oa oenfctahzation, 
146-7, opposed to schemes of decen- 
tiahsation, 168-4 

Layton, Bir "Vlfalter, 848, on redistri 
buton of revenues, 332 3, proposal fcr 
provincial fund, 866, his estimates 
upset by the slmnp, 336 
Legxelaliwe lists (tederal eto), 479-84 
I Linhthgo'W, Maigness of, 437 
i Lloyd, Sn Alan, 

I Lloyd Barrage debt, 420 
Looal Gnvewument Bonowing Buies, 843 
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Local Pijiance, origin of, 186-7, pio 
giesa of, 188-90, piogiesa in tho pio- 
vuLces, 190 9, and zammdara, 196, 
autsequent pxogiesa 882 li 1 16 Mia 
tistira of 696-9 

Local Self Goveiumpnt, 912 G, 921 
Lytton, Lord on public woiks 200 202 


llaoKCHzis, Hour, 33 
Maine, Su Henry, obiects lo private 
routiol of public woiks, 110 on do 
ouitrahaation, 160 60, on populai 
government S12 
Maitland, 68 

MoZ (Mahl), 17, 22, 27, 28 
Mauaiiald? Bu William, on decentrali- 
zation, 169-60 
Maun, 18, 18u 
Marshall, Allied, 246 
Martmean, 2., 8n 

Maltby, j B , opposition to income 
tax, 80 

Massey, opinion of, on accounting, 100-1, 
views on public works, 109, 110, and 
barracks, 117, rMuctont to inmearse 
salt tax, 183, criticism of the centra 
lized system, 161 9; on the need for 
local taxation, 166-7, scheme foi de 
eentializatiou, 167-60 
Mayo, Loid, 7, 66, 91, 97, views on 
accounting, 101, accepts Lawrence's 
public woiks policy, 118, suggests 
change in irrigation policy, H4-6, 
economized coustiuction of new rail 
way linez, 114, views on gauge, 114, 
recognized di^oucos between rail- 
ways and irrigation, 114-6, reform of 
takkavi, lib, equaUzabon of salt tax, 
181 , propoeal for decentrahration, 
168-81, death of, 18Q, on local hnance, 
188 92 

Mehta, Sir Fhetozeshah, 310 1 
Meston, Lord, defends divided heads , 
989, on inteinsl bans, 808 
hleston Committee, 896-7, on division 
of income-tax, 328 

Heston Settlement, 386, 344, 84S et 
seq , 897, 410 
UatnoiUar Bettrage, 397 
Meyer, Sir William, finance member, 
304 8 

Mihtaty bairacks, 116-8 
Military expendiluie, increase of, 73, 
suggestions for leduotion of, 74, SS, 
istrenchment by Lamg, 84, 1^9-60 
to 1869-8, 88, USB of, m the War 
period, 803 4, retrenbfament, 887, in 
different countiies, 436 
Military Finance GomhussKfni 78, 77, 
later reconstituted as Military Finance 
Lepariuienti 96 

Mill, ifohn Stewart) on parliainentary 

control, 988s 


Mint®. Loid, 387 
Mitter, Su P 0 , 378 
M Lend, M Pheison 66 
Montagu B S , 317 310 382 
Monlagu-Chalmsford Beport 317 sell 
government by etages, 818, on tht 
fedeial go'll of India, 319, division 
of functions, 390, on piovmoial ton 
tiibutions, 321 
Moriey, Lord, 287, 319 
Motm^ha, 30, 36 8 unpopular, 7b « 
Mrect tax, 80 
Muddiman Committee 849 
Mmr, Su William, 95, 187 
Humo, Sii Thomas, 6, 91, 29, 23, 94 
26, 85, bis settlement examined, 196 
on popular government, 811 
Mutiny, The IndiBn, 16, 38, 48, 49 60 
Mysore, 389 588 


Naosoji, Badauhai, 128, 240, 960-1 
Napiei, Su Chailes, 60, 117 
Napier, Loid, of Meichistown, 162 3, 
176 

Nation-bmldmg seivices lu tho piovm 
ces, 437 

Navy, Indian, 88, 84 
Niemeyer, Sir Otto, 410, 419, 414, 416 7 
Non-tax levenue, 463-6 
Northbiook, liOid, 02, 96, 167 , 9034 
Noitbcote, Sir Staflbrd, 112 
Norton, J B, 23n. 94. 60, 66n, 67, 
173-4 


Olmigu system of land assesament, 447 
Opium, 44-6, 133-6, Boyal Commission 
on, 184, exuse on, 186, expoit duty 
on, 186, sbaie of, in revenue, 134 


Pimi/A, Mababaja os, 888, 886 
Peel Sub-committee, 896, 897 
Peioy, Lord Eustace, 897 
Permanent Settlement (see laud reve 
nuB ’), 122-8 
Pitt, 11, 19 
Plowden, & , 42, 43 
Police reform, 88 
Poor Bebef, 197 
Pobtingei, &r Henry, 38 
Pnngle, 96 

Pritdiard, I T , 81, 109 b, 111 
Probate dutios, 444 
Profession tax, 497 

Prohibition, 496 6, and fiscal policy 449 
Propeity tax, 427 
Protection, effects of, 368 et seq 
Ptovuices, the foimstion of, 16-6, con- 
trol over, 66-63, unequal treatment 
of, 69; revenue and expehditnie of 
tile major, 63, comparison of financial 
positid%, 64; intet'proviDoial 
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jLalouKieb, 6S'bi copiitilutiondl pobi 
noil of, iiBcliangoil, 07; fuitliai u 
liictiontt on tlic Qovcinmonh nl, 
,SjU- I ; lovenuuh oi , ’iZJ , linauc wl 
(loweth at Uiu, ‘2bH-(U, (OiiUul ii\ii 
laiiatioii aud boiiovmg, dYO-d, Iqjn 
Istivo (outiol o\er, aio-b; ugouac-i 
inud conliol, 270-7, aguiu’ioi. ol luapet 
tion, 277-80, atlatiulo ol, loivatdb 
centialwation, 200-1 : need tor coutiol 
ovei’, 282-13; unequal tieatmeut of, 
21)1-6; unprovoment of slatua, 017-20, 
i&xatiun poMuib of, 029; piovincob m 
depiession, O70-0; auccom to piovm- 
(Ub, 070-S; dawn uf piovmcial auto- 
nomy, 110-21 

Piuviacidl 4udiL llcholutiou, 000 
I’lovmciat Auionomy, 092; relief to 
auiompauy, 110-9; inauguialioii ot, 
119, and new leapoueibilitiei, 122-0, 
involved a loue to blie ceutral govetn- 
luenti, 124; two ycara ot, 426-8 
Fiovinoial balances, eeparalion of, 043; 

inteieat charged ou, 343 
Provincial budgcte, leHtiiotious on, OOU 
Piovmcial coutmcth, 219-21, 227-01; 

qmnquouuial coatiactH, 264-7, cnU- 
cism ol, 260-01, qiiabi-peiiiiaucnt eou- 
rrauis, 202-0; Finance CominiUco on, 
266; (iiauta-iu-aid, 271-6; Permanoni 
contracts, 291-4 

Pioviuoial contributioub, 324, opposi- 
tion fiuin jiiovincet, 026; Ininj Bengal 
roiintled, 003; mcqiialil}' ol bnrdcns 
of, 011-2; ubaliHbed, 342 
I'roviucial debts, 42U 
Provincial b'luauce, giowtli ol, 219-01, 
264-U6; condition ol, during contract, 
26b; iluancial resUicUoua on the pro- 
vincsB, 290-1; iclaxatiou of control 
on, 823-01 ; undei ledoratiou, 400-2 
Provincial Pund, 361, 866 
Provincial Loans Fund, 329, 343; 

wound np, 420 
Provincial rates, 312-3, 302 
Public Accounts CoinmiUoo tprovindnl) 
and appiopriation repoits, 030-1, 833; 
its duties, 331; provincial, 334 
Public Beivice Boards, 486 
Public Worta, piivate ns State, 109-10; 
a loivviud policy m railway construc- 
tion, 111-3) Seoretaiiat formed, 119; 
centualisation of, 342; and foiesta, 
142, attitude of Madras, 147-9. ISO; 
under famine, 10&-31O; pioduelivc and 
proteotive, 202, 310; reorganization of, 
200-] ; progrosa ol, 260-3; control, 

iVSie imdettakinge by the Staid, 464-6 


.) Puwn, 889, 350 

fftfenilinga wdw Palhousis, 

ft. . tA/\. 


of, IM; guarantee 
113ji conalroction 



oi, by tbo KUU, 111-i. luond gauge 
» iiairow gauge. Hi. iMimis idnab, 
111; ictiirna lium lailuuyt,, Ufi 
piograss oi, 207-9, Iiiiniu lal icHults ol, 
260-1 ; rcvcniit iliirmg Vl ai , Ob') , 
hnaneial pobilioii, 330, (ontiilmtion lo 
general revenuos, 0,18, liiiuiucb ot, ui 
depiebSioii, 068-9, t’lijiilal ixin'iidilutt 

c‘UiLaiIcd« 1^63, levcniii*, lutiiiv 
411-2 

Raiadbaniiii, 6-0 
Eanade, M. Cl , 220-1, 265ii 
Read, Alexandei, 21, 28n 
Reading, Lord, 386 
Reforms, Montagu-Cbelmslord, 10; fuii 
dsinental prmuple of, 323; pioviuou. 
powers ol taxation aud borrowing, 
339 

liogulatiug Act, 11 
Regulation Piovmtos, 14 
Eeseive Bank, established, 370; (lovei 
nor-GteneraPs powers over, SOI; an 
Ri'ovincial Government, 422-8; ai 
Bums, 423 

Roeerved Bubjects, 821-2, 330, 082 

Reserve Fund, Railways, 330 
Responsible GtowinniPid, Fiihl bteps i 
310-90) by stages, 017-20; imped 
meuts to, 813 

lietronchmciit, iictd lot, I2'( 
Rolroncbment CounmttBO, 387-0 
Revenues, uatiiro ami loiuposilion 

ludiati, 3-4; fioiii Itind, 18-29, 12' 
30; iion-agricuitura], 30-46, 18l-fc 
total (1868-64), 37, Becretary t 

Slate’s control, 38-00, transfer t 

iBveuuos to proviui’pHt th 

systojii of sliorod, 221-7 , divide 
heads, 263-4 ; provincialization c 

foiestb, 293; oxpauBioii of rovouuo 
301-0: proposals for ro-allocatin 
846-66; per capita and per sg. mil 
347 ; from provmciBl and central beao 
loiupaied, 360; decline ol, in depres 
Sion, 837-9; elTfcls of piotectinii ol 
366; ilcms Lliargod on, 403-6; futiir 
of the ccnlial, 110; from monopolies 
tulmc of, 4U-2, cliaiW of, 462; sta 
listiral tables of, 406-601, 617-39 
Biiwn, Lord, 9, 89, 90, 96. 106; iiwc 
lutiou ou land levenue, 123; on farnin 
policy, 200; on railway policy, 308-9 
' shared revenues 326; lathcit o 
local seU-govermrieut, 382-6; a detur 
crot, 233; on popular govomment 
311 

Road Berelopmeut Fund, 375 
lloherts, Oharles, 336n 
Bobineon, Bir Williapci 16 
Bound Table Conference, 366; finanei 
difflcultice that confronted ae, 096 
Royal Commissioit, on Auslralian Tax 
ticin, 408, 418; on Deceatralizatie 
' 266, 318, fijl, a7S-9, 2§1. 28 

800) on Tndiftn Currency, 840 
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Bupee (see ‘ cimency ') 

Bural Development, i25-C; alownesa of, 
437-8 

Bnral Development Ifiind, 374-6, 420 
Byotwari Battlement, Madras, 21-5 
Bombay, 26-7; defects of Munro's 
system, 126; damabandi, 126; Set- 
tlement Department, 126; Beform of 
447 


vaatTABDiNO OF Industries Act, 367 
".ir, 17, 19, 30, 35, 36 
jblem, prohibition in, 440 60 
Bales tan, in the piovmces, 427; Bedeial 
Court judgment on, 427-8; discusaion 
on, 450-2 

Salisbiiryi Loid, 92 

Jalt Tax, 41-4, 181-3, Government 

monopoly, 132; excise system, 132, 
equity of, 133; administration of, 138; 
raised, 244; reductinn of. 302, derline 
' of revenue from, 802; doubled, 337; 
'again reduced, M7, future of, 412 
lima, Sir B. N.. Bvidence before 
Decentralization Commission, 288n, 
294; on devolution, 311 
lehnstar, Sir Georgo, on military ex- 
penditure, 110 433 s and sleps againet 
depieseion, 361-5 
Bea-oustoms, 89-41 

,3(>orotary of State, Ills control over 
.'finance, 89-90, 830-1; control elicnm- 
^Bcribed by Fiscal Autonomy Couven- 
, tion, 831; control over finances under i 
federation, 403 
Security services, 4, 10, 139 
Baton, Sir Malcolm, 88n 
Settlement (see ' land revenue ') 
leymonr, H. D., 84ii 
'hah, K. T., 107n, 134n 
bared Bevenne, the avstem of, 924-7 
,We, Sir John, 19, 20 
limon Comraission Beport, SSOu, 34Sti. 

, S47n, 848n, 849, 361n, 863n, S64n, 

' 866, 357 
dmith, Adam, 6 
Smith, Bosworth, 28n 
'Sraifcli, V, A,, 880 

3ocial services, recent increase oi, 9-10; 

inadequacy of, 436-6 
Socialiem, State experiment in, 7 
•Irinivasa Eaghavaiy anger, 23n, 26 
Itampa, 45; ‘ General ’ and ' judicial 
. 324 

Itanding Finance Committee and finan- 
cial control. 383; provincial, 331; on 
railways, 389 
tats Provident Fund, 420 
trachey. Sir John, 44, 95; views on 
pnhtio worhA, 108- superintendent of 
irngation. 111; ennuorted eompulsory 
water rate, 1X6, 197; qn ovistoms* 
'•line, 189 j appointed Secretary to 
ipnbBo Wotlsa Department, 149 » on 


financial relation between the centre 
and province, 160-1; opposed to jail 
reform, 166; balpecl Massey m decen- 
tralization scheme, 167-60; reorgauiza- 
tioii of public woiks fiuauce, 200-1, 
ou Famine Fund, 204-6; on transferred 
heads, 219-20; devised ' shared reve- 
nues ', 226; became member of Hei- 
Bcbell Committee, 216 
Subrahmanya Iyer, G., Evidence 
before Welby Commission, 260 
Subventions and Grants, 413 et seq 
Snccessinn duties, 443-4 
Sugar, 866-7 
Super-tax, 837 
Syltei, Lt -Col. W H , 65 


Takkcvi, 113 

Tariff (see ‘ customs duties ’) 

Tariff Board, 831, 840 
Taxation, policy, 211-8; leforms, 218; 
increased, 24S-4; control ovei, 270-3; 
inequality of burdens in the provinces, 
296-7; scope for direct, limited, 304, 
provincial powers of, undqr Beforms 
of 1919, 829: inn ease of, 336-67: 
icdnction in, from 1924 , 837; increase 
as a resnit of depression, 961-3; inci- 
dence of, 431-2; direct and indirect, 

m 

Taxation Pjnqiiivy Coramittea (Indian), 
D40, 431-2 

Tax-bnrdcns, inequalities in, 440 
Tax system, reorgsnization of, 340; need 
for fiirthoi adiiistment. 440 et seq, 
Templft, Sir Eichaid, 83n, 84n, 96; as 
Finance Member, 101; aunported 
compulsory water rate, 116; Bill on 
Income-tax, 166-6; on general trends 
in finance, 181 

Tenancy Act, Central Viovinces. 124 1 
Oudlr, 126; powers nf provinces to 
legislate, 272 
Thomas, j. F., 38 
Thomas, P. J,. 86Sn, 363n 
Thomason, 7. 28 
Ttlak, Bal Gangadliar, 311 
Tobacco, duty on, 36; early proposal for 
taxation, 76; taxation of, 427, 462-8 
Todnr Mai, 17-8 
Todhiinter. Sir Charles, 310 
Trade, foreign, expansion of, 802-3; 
decline of, 357 

Transferred services, in different pto- 
vinees compared. 817 
Transferred subjects, 321-2, 880, 347, 
382 

Travsnoore, 889, 390, 636 
Travelyan, Sir Charles, en, 8, 30, 31, 
38, 48, SS, 69, Cl; on centralization, 
61. Bln; objects to tax pronosals. 
76-6, 79-83; attempt to inflncnqe 
public opiPion, 81 • recall of, 82: 
views on public works, 109. cgitioiaed 



I‘'KI1KR\T, PTHmOR TN TNDTV 


nSB 

UiirrackB policy, U7-H: favoui'H pcr- 
mauenli sottlomeul, favotiii- 

nall tax, 133; objecl'i to mtarfaronco 
from the cyjntre, I '11.2 ; allitnJa to- 
MardB cuiittaliy.ation cliaiigod, MO; nii 
budget tranBacliotiri, 1S1 ; on local 
Belf-goverUmenl, 180-91 
Treasury Bills, 809, -193, 457-8 


Vakil, 0 . N,. t07ii, laOn 
Veesabuddy, 30, 37, 38, 7(1, 80 


Wajid Khan, 389n 
W.ill Hti-cat boom, 3.57 
Walpole, Horace, II 
War Debt, 380 

VVcdderburn, Sir William, 240. 200 
Welby, Tjord, 940, 260n 
Wellesley, Lord, .53, 54, S6 
Westlauil, Sir .lames. 244, 258 
Wbiffln, H. W. 3., 08 
White. 274-6 

Whyte, Sir Frederick, 389n 
Willoughby, Sir John, 56 
Wilson, Sir ft, F., 3 . 


W'dsou, Jpuicb, 74, 91, 9.1, 96, 110; 
viowb on currency, 103-4; claHsilicti- 
tion of Bxpciiilitiiiro. 10.5; new jiviii- 
ciples o'l laxaliiiu i‘iuiiicialud, 121; 
free trade, piiiiciiilc, cmincinlcd, ' 121 ; 
views on opium monopoly, 133: pio- 
ponals for devolution, 153 

Wingate, Hir (leorgo, 20, 27 

W^olf. fj., fiflii 

Wood, Hir (llinrlcs, 71, 91: viuws on 
currency, 103; iiivilcb ophiions on 
public works policy, 110: dooides ou 
the policy of fiiiiiiiciiiH piiblio works 
110; decides to sanelnm permanent 
sctllemenl , J 99 

Yocnh, Authoe, '19 

Young, Hilton, Member, Mosfnn Com- 
mittee, 326n; Chairman, Boyal Com- 
mission on Indian (''iirreney, 340 

Zamihdauj Settiement, Bp, nival, L 8 - 20 : 
Madras, 20-1; proposals for oxtepding 
jiormanciit seltleirenl, 121; reform, 
446-9 




